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PICK-SLOAN  PROJECT  REPAYMENT  ISSUES 


THURSDAY,  MAY  2,  1996 

House  of  Representatives, 
Subcommittee  on  Water  and  Power  Resources, 

Committee  on  Resources, 

Washington,  DC. 
The  Subcommittee  met,  pursuant  to  call,  at  10:07  a.m.,  in  room 
1334,  Longworth  House  Office  Building,  Hon.  John  T.  Doolittle 
(Chairman  of  the  Subcommittee)  presiding. 

STATEMENT  OF  HON.  JOHN  T.  DOOLITTLE,  A  U.S.  REPRESENT- 
ATIVE FROM  CALIFORNIA;  AND  CHAIRMAN,  SUBCOMMITTEE 
ON  WATER  AND  POWER  RESOURCES 

Mr.  Doolittle.  The  Subcommittee  on  Water  and  Power  Re- 
sources will  come  to  order.  The  Subcommittee  is  meeting  today  to 
hold  an  oversight  hearing  on  the  Pick-Sloan  Project  Repa)anent  Is- 
sues. I  want  to  welcome  each  of  the  witnesses  testifying  here  today 
on  issues  relating  to  the  repayment  cost  allocations  for  the  Pick- 
Sloan  Missouri  Basin  Program. 

This  is  not  a  new  issue,  although  it  has  received  considerably 
more  national  attention  since  it  was  publicly  brought  to  light  last 
fall.  It  turns  out  that  there  are  longstanding  concerns  that  certain 
repa3m[ient  costs  are  not  being  recouped  because  they  have  been  al- 
located to  irrigation  features  of  the  program  that  will  never  be 
built.  Last  December,  I  asked  the  General  Accounting  Office  to  ex- 
amine the  cost  allocations  of  the  Pick-Sloan  Program,  and  I  look 
forward  to  hearing  their  findings  today. 

The  Pick-Sloan  Missouri  Basin  Program  was  originally  author- 
ized under  the  Flood  Control  Act  of  1944.  Prior  to  that,  in  1939, 
Congress  asked  the  Bureau  of  Reclamation  to  provide  a  plan  of  re- 
lief for  the  drought-plagued  lands  of  the  region.  Four  years  later, 
motivated  by  devastating  floods,  the  House  Committee  on  Flood 
Control  asked  the  Corps  of  Engineers  to  produce  a  plan  for  "flood 
control  and  other  purposes"  in  the  Missouri  Basin. 

Reclamation  and  the  Corps  each  prepared  plans  for  management 
of  the  Missouri  River  Basin.  However,  because  of  the  different  mis- 
sions of  the  two  agencies,  they  took  a  different  approach  to 
basinwide  management.  When  Congress  authorized  the  resulting 
Missouri  River  Basin  Program  as  part  of  the  Flood  Control  Act  of 
1944,  it  quickly  grafted  the  two  plans  together.  As  a  result,  imple- 
mentation of  the  program  has  been  difficult. 

While  the  thrust  of  this  hearing  is  Western  Area  Power  Adminis- 
tration's power  rates  in  the  region,  these  power  rates  directly  relate 
to  the  underlying  cost  repayment  allocations.   According  to  the 
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GAO,  approximately  25  percent  of  the  repayment  for  the  project 
was  to  come  from  the  scores  of  irrigation  projects  that  were  pro- 
posed as  part  of  the  plan. 

Although  the  Federal  Government  proposed  these  irrigation 
projects  to  offset  the  loss  of  the  hundreds  of  thousands  of  acres  that 
were  flooded  by  the  water  storage  reservoirs,  it  has  simply  proven 
infeasible  to  construct  most  of  these  irrigation  projects. 

Therefore,  in  the  intervening  50  years,  only  about  one-fourth  of 
the  acreage  planned  for  irrigation  has  been  developed.  Con- 
sequently, irrigation  remains  a  small  beneficiary  of  the  program, 
and  most  of  the  irrigation  services  never  went  "on  line"  to  begin  re- 
paying "their"  share  of  the  Federal  investment. 

However,  the  cost  allocations  for  the  Pick-Sloan  Program  are 
based  on  the  "ultimate  development"  concept.  In  other  words,  cost 
repayment  allocations  were  based  on  the  benefits  each  class  of 
beneficiaries  could  be  expected  to  receive  when  all  the  individual 
projects  were  completed.  Approximately  $454  million  of  the  Federal 
investment  in  the  Pick-Sloan  Program's  hydropower  facilities  and 
water  storage  reservoirs  is  unrecoverable  unless  the  project  repay- 
ment allocations  are  revised. 

While  the  Bureau  of  Reclamation  and  the  Western  Area  Power 
Administration  cannot  unilaterally  reallocate  power  costs,  I  am 
concerned  that  the  Bureau  of  Reclamation  has  failed  to  follow 
through  on  commitments  the  agency  made  in  response  to  a  1993 
Inspector  General's  report  on  Pick-Sloan  Program  cost  allocations. 
At  that  time.  Reclamation  agreed  to  submit  several  study  proposals 
on  this  issue  to  the  Congress  by  early  1995  but  has  not  yet  done 
so. 

There  have  been  attempts  to  resolve  this  issue  in  the  past.  The 
Congress  addressed  this  problem  in  part  under  the  provisions  of 
the  Garrison  Unit  Reformulation  Act  of  1986,  which  deauthorized 
certain  irrigation  features  of  the  Pick-Sloan  Program,  and  allowed 
a  reallocation  of  costs  associated  with  these  features. 

This  resulted  in  $147  million  being  reallocated  to  power  users  for 
repayment.  It  is  my  understanding  that,  according  to  the  WAPA  of- 
ficials, the  power  rate  was  not  appreciably  affected  by  this 
reallocation. 

In  closing,  let  me  reiterate  that  I  look  forward  to  the  testimony 
of  each  of  our  witnesses.  It  is  a  complex  issue.  The  Federal  Govern- 
ment is  out  of  pocket  nearly  half  a  billion  dollars,  and  this  sum  is 
being  added  to  at  the  rate  of  $30  million  each  year.  It  is  important 
that  we  thoroughly  examine  the  allocation  of  costs  to  ensure  that 
the  Federal  investment  in  these  Pick-Sloan  facilities  is  recouped  in 
an  equitable  manner. 

Mr.  DOOLITTLE.  Mr,  Johnson,  we  welcome  you,  and  at  this  point, 
you  would  be  serving  the  role  of  the  ranking  member.  Would  you 
care  to  make  a  statement? 

STATEMENT  OF  HON.  TIM  JOHNSON,  A  U.S.  REPRESENTATIVE 
FROM  SOUTH  DAKOTA 

Mr.  Johnson.  Well,  thank  you,  Mr.  Chairman,  and  I  appreciate 
the  courtesy  on  the  part  of  the  Chairman  of  permitting  a  member 
of  the  Committee  but  not  a  member  of  the  Subcommittee  to  sit  in 
on  this  hearing.  I  think  the  matters  being  taken  up  here  are  very 


important.  I  look  forward  to  the  testimony  of  the  witnesses.  And 
I  may  submit  a  fuller  statement  for  the  record.  Thank  you,  Mr. 
Chairman. 

Mr.  DOOLITTLE.  Thank  you.  At  this  point,  we  will  invite  our  first 
panel  of  witnesses  to  come  forward,  and  if  you  would,  remain 
standing  for  the  oath.  We  have  with  us  Victor  Rezendes,  Director 
of  Energy,  Resources  and  Science  Issues,  Resources,  Community 
and  Economic  Development  Division  of  the  U.S.  General  Account- 
ing Office;  and  Mr.  James  Shafer,  Administrator  of  the  Western 
Area  Power  Administration;  and  the  Honorable  Patricia  J.  Beneke, 
the  Assistant  Secretary  for  Water  and  Science,  U.S.  Department  of 
the  Interior.  And,  Ms.  Beneke,  you  have  someone  accompanying 
you.  Is  that  right? 

Ms.  Beneke.  Yes,  Mr.  Chairman,  Neil  Stessman  who  is  the  Re- 
gional Director  for  the  Great  Plains  Region,  Bureau  of  Reclamation. 

Mr.  DOOLITTLE.  Great.  Welcome,  Mr.  Stessman. 

[Witnesses  sworn.] 

Mr.  DOOLITTLE.  Thank  you.  Let  the  record  reflect  that  each  an- 
swered in  the  affirmative.  Please  be  seated.  Ordinarily,  we  operate 
under  the  procedures  of  having  the  witnesses  each  take  five  min- 
utes. I  know  you  are  all  familiar  with  those  lights.  But  I  think  in 
the  sense  the  hearing  really  is  centered  around  the  GAO  report,  we 
are  going  to  give  Mr.  Rezendes  10  minutes  in  which  to  make  his 
presentation. 

STATEMENT  OF  VICTOR  S.  REZENDES,  DIRECTOR,  ENERGY, 
RESOURCES  AND  SCIENCE  ISSUES,  RESOURCES,  COMMU- 
NITY AND  ECONOMIC  DEVELOPMENT  DIVISION,  U.S.  GEN- 
ERAL ACCOUNTING  OFFICE 

Mr.  Rezendes.  Thank  you,  Mr.  Chairman.  I  will  try  to  cover  this 
in  about  10  minutes.  I  was  asked  to  give  you  some  of  the  history 
and  some  of  the  information  on  cost  and  reimbursement.  I  will  try 
to  not  make  this  a  boring  accounting  presentation. 

I  basically  have  two  points  I  want  to  leave  you  with  today.  The 
first  is  that  under  the  current  repayment  criteria,  approximately 
$454  million  of  Federal  investment  in  hydrofacilities  and  water 
storage  reservoirs  is  unrecoverable  because  a  portion  of  these  com- 
pleted facilities,  which  were  intended  for  irrigation,  are  no  longer 
considered  feasible  and  will  not  be  built.  The  second  point  I  want 
to  leave  you  with  is  changing  that  determination  will  require  con- 
gressional action. 

Let  me  go  back  now  to  a  little  bit  of  the  history  of  the  Pick-Sloan 
Program.  As  you  know,  that  was  a  combination  of  two  basic  pro- 
grams. Originally,  the  Sloan  Program,  which  was  put  together  by 
William  Sloan,  the  Assistant  Regional  Director  for  the  Bureau,  ba- 
sically involved  irrigation  projects  in  the  Upper  Missouri  River 
Basin.  The  second  part  was  put  together  by  Colonel  Lewis  Pick, 
who  is  from  the  Corps  Program,  and  that  basically  involved  flood 
control  and  navigation  issues  in  the  Lower  Missouri  River  Basin. 

Obviously,  to  accomplish  these  multiple  objectives,  there  v/ere 
compromises.  For  example,  some  people,  in  exchange  for  having 
their  land  flooded  permanently  for  such  benefits  as  water  and  elec- 
tricity production,   hoped   that  they   would   get  future   irrigation 


projects.  To  date,  we  have  spent  roughly  about  $4.5  billion  on  this 
of  which  $2.6  billion  is  reimbursable  through  power  revenues. 

Obviously,  a  program  of  that  size  can't  all  be  built  at  the  same 
time.  These  projects  had  to  be  phased  in.  Basically,  deciding  which 
ones  were  done  first  and  which  ones  are  still  left  to  be  done  is  the 
issue  today.  I  believe  Marc  Reisner  in  his  book,  Cadillac  Desert, 
captured  it  pretty  well  when  he  said  that  the  Corps  projects,  which 
were  basically  the  downriver  flood  control  navigation,  became  the 
here-and-now  projects,  where  the  upper  river  irrigation  projects  be- 
came the  then-and-later  projects.  And  that  is  basically  the  issue  we 
have  today. 

Pick-Sloan,  as  it  was  originally  envisioned  in  1944,  has  not  been 
constructed  completely.  There  are  still  projects  that  are  out  there 
that  will  not  be  built.  Under  the  original  plan,  about  a  third  of  the 
generating  capacity  for  electricity  was  designed  to  pump  water  for 
irrigation  in  these  projects. 

/^  things  progressed,  only  about  half  of  that  electricity,  roughly 
15  percent  of  the  capacity  of  Pick-Sloan,  was  planned  to  be  used 
to  irrigate  the  land.  And  that  is  because,  as  you  mentioned,  Mr. 
Chairman,  only  25  percent  of  the  acreage  originally  planned  for  ir- 
rigation has  come  on-line.  For  those  irrigation  facilities  that  have 
come  on-line,  I  do  want  to  mention  that  is  roughly  about  I  believe 
$56  million  that  is  scheduled  for  repayment  and  will  be  coming  in. 

I  want  to  concentrate  now  a  little  bit  about  those  projects  that 
are  not  being  built.  The  Bureau  now  considers  all  but  one  of  104 
incomplete  irrigation  facilities  to  be  infeasible  and  believes  that 
these  projects  will  not  likely  be  constructed. 

They  used  criteria  years  ago  when  they  looked  at  these,  and  al- 
though they  haven't  been  updated  officially,  the  time-consuming  ef- 
fort to  do  that,  they  believe,  would  not  change  their  original  esti- 
mate which  is  that  these  projects  aren't  economically  feasible 
today.  As  a  result,  we  have  $454  million  in  these  completed  facili- 
ties that  is  basically  deferred.  The  real  question  now  is  why  is  that 
a  concern? 

To  understand  that,  I  want  to  briefly  talk  about  what  is  reim- 
bursable and  not  reimbursable  under  the  program.  Under  what  is 
not  reimbursable  is  flood  control  and  navigation.  Costs  relating  to, 
however,  electricity  production,  transmission,  municipal  water,  and 
industrial  supplies,  and  irrigation  are,  in  fact,  reimbursable.  And 
this  is  the  problem  we  have  here. 

Roughly,  we  have  built  watersheds  of  a  larger  size  than  needed 
to  produce  electricity.  We  have  excess  electricity  capacity  to  pump 
water  to  these  irrigation  projects  that  are  not  going  to  be  built. 
That  total  investment,  again,  is  $454  million.  Since  these  water 
projects  aren't  coming  on-line,  we  have  no  irrigators  out  there  who 
will  come  forward  and  pay  this.  So  the  real  question  is  what  do  we 
do  with  those  costs? 

That  is  a  congressional  decision.  As  you  know,  there  is  currently 
legislation  that  precludes  reallocation — ^the  investment  of  these 
projects  to  another  project — without  congressional  authorization. 
The  1977  DOE  Reorganization  Act  precludes  revision  by  the  Bu- 
reau of  cost  allocations  without  prior  congressional  approval.  In  ad- 
dition, the  Water  Resource  Development  Act,  as  you  mentioned,  in 
1986  requires  them  to  proceed  as  if  all  projects  will  be  completed. 


You  also  mentioned,  and  I  want  to  highlight  just  briefly,  that 
there  is  precedence  for  moving  these  costs.  The  Garrison  Diversion 
Unit  Reformulation  Act  of  1986  did  just  that.  At  that  time,  Con- 
gress terminated  the  development  of  over  800,000  acres  of  irriga- 
tion and  shifted  the  $147  million  costs  associated  with  that  to  re- 
payment through  power  revenues. 

In  our  discussions  with  Western,  we  were  told  that  basically  it 
did  not  have  an  appreciable  impact  on  the  rate  because,  as  you 
know,  those  rates  are  set  to  recover  those  costs  over  a  50-year  pe- 
riod, which  is  a  very  long  period  of  time. 

I  want  to  get  back  now  to  the  $454  million  and  talk  about  what 
effect  that  would  have  if  that  were  shifted  to  electricity.  I  want  to 
emphasize,  and  I  can't  emphasize  this  enough,  that  assessing  these 
rate  impacts  is  very  speculative.  And  there  are  a  number  of  factors 
that  need  to  be  considered,  and  I  will  go  through  those  in  a  little 
bit. 

But  assuming  that  we  use  the  same  criteria  that  we  had  pre- 
viously, which  is  that  we  allocate  these  to  power  and  those  are 
spread  over  50  years  with  interest,  we  were  told  by  Western  that 
they  ran  some  calculations  for  us,  and  they  estimate  that  if  the 
total  cost  were  passed  through  to  the  wholesale  rate  that  that 
would  increase  the  wholesale  rate  roughly  14.6  percent. 

I  want  to  emphasize  again  though  that  there  are  a  number  of 
factors  that  could  impact  on  that.  Western  is  currently  going 
through  a  restructuring.  If  there  are  cost  savings  that  they  could 
achieve  through  that  restructuring,  that  could,  obviously,  impact 
any  rate  increase.  There  are  also  questions  about  whether,  even  if, 
in  fact,  the  wholesale  rate  did  go  up  whether  that  would  translate 
into  a  comparable  or  equal  rate  or  any  rate  impact  at  all  at  the  re- 
tail level. 

Other  things  could  happen.  These  rates  could  be  phased  in  over 
time,  and  they  could  also  be — as  you  know,  if  there  was  ever  a  gen- 
eral reassessment  of  the  costs  and  benefits  of  the  program,  that 
could  totally  change  the  allocation  of  these  costs. 

You  also  mentioned  that  in  1993  the  IG  had  similar  conclusions 
and  recommended  that  the  Department,  in  essence,  request  that 
Congress  deobligate  these  projects  and  those  costs  be  passed  on  to 
the  electricity  consumers.  We  will  let  the  Department  speak  for 
that  themselves,  but  currently,  although  they  originally  agreed 
with  those  recommendations  and  said  they  would  have  a  list  by 
1995.  They  are  still  working  on  it  and  still  assessing  some  of  the 
options. 

I  want  to  get  back  to  one  last  point  that  I  want  to  emphasize 
here.  While  it  is  certainly  within  the  congressional  prerogative  to 
move  these  costs  to  power,  I  do  want  to  mention  one  point  which 
is  basically  that  in  1944  when  these  projects  were  put  together, 
there  were  agreements  reached. 

As  I  mentioned,  some  people  accepted  flooding  for  benefits  such 
as  electricity  or  other  things  in  the  hopes  of  getting  irrigation.  If 
Congress  deobligates  these  projects,  there  is  an  equity  question 
that  you  may  have  to  revisit  in  terms  of  those  participants  who 
aren't  getting  what  they  originally  thought  they  were  getting  in  the 
deal  in  1944.  With  that,  Mr.  Chairman,  I  would  be  happy  to  an- 
swer any  questions. 


[Statement  of  Mr.  Rezendes  may  be  found  at  end  of  hearing.] 
Mr.  DOOLITTLE.  Thank  you.  We  will  recognize  Mr.  Shafer  for  his 
testimony. 

STATEMENT  OF  J.M.  SHAFER,  ADMINISTRATOR,  WESTERN 
AREA  POWER  ADMINISTRATION,  U.S.  DEPARTMENT  OF  EN- 
ERGY 

Mr.  Shafer.  Thank  you,  Mr.  Chairman.  I  appreciate  the  oppor- 
tunity to  appear  before  you  today  to  discuss  Western's  role  in  the 
Pick-Sloan  Missouri  Basin  Program.  I  have  submitted  my  written 
testimony  for  the  record  so  I  will  limit  my  comments  to  a  few  of 
the  highlights. 

As  mentioned,  the  Pick-Sloan  Missouri  Basin  Program  was  au- 
thorized in  Section  9  of  the  1944  Flood  Control  Act  as  a  multipur- 
pose ultimate  development  project.  Western's  role  in  this  multipur- 
pose program  was  defined  in  the  Department  of  Energy  Organiza- 
tion Act  of  1977.  This  Act  authorized  Western  to  market  the  power 
generated  by  the  Federal  resources  at  rates  adequate  to  recover  the 
costs  assigned  to  the  power  function  for  repayment. 

In  the  Pick-Sloan  Program  that  includes  the  power-related  costs 
plus  irrigation-related  costs  as  determined  by  the  U.S.  Bureau  of 
Reclamation  that  were  deemed  to  be  beyond  the  irrigators'  ability 
to  repay.  The  DOE  Act  also  directed  that  no  changes  in  the  cost 
allocation  or  project  evaluation  standards  could  be  made  without 
congressional  action. 

The  ultimate  development  concept  has  been  an  element  of  the 
program  that  has  been  questioned  and  reviewed  in  eight  investiga- 
tion reports  that  I  am  aware  of  since  1968.  And  each  of  those  inves- 
tigation reports  has  reaffirmed  Congress's  intent  that  the  ultimate 
development  concept  be  used  in  suballocation  of  power  costs.  Legis- 
lation subsequent  to  the  1944  Flood  Control  Act  has  ratified  the 
concept  as  well. 

Western's  program  and  financial  status  is  reported  to  Congress 
annually,  and  included  in  that  report  is  a  verification  from  an  inde- 
pendent auditor  confirming  the  compliance  of  the  accounting  proc- 
esses in  accordance  with  generally  accepted  accounting  principles. 

All  of  the  power  that  is  generated  by  the  Pick-Sloan  Program 
that  is  in  excess  of  the  present  pumping  needs  is  marketed  at  cost- 
based  rates  to  assure  repayment  of  Federal  investment  within  the 
scheduled  timeframe.  Power  identified  as  ultimately  being  used  for 
irrigation  purposes  on  projects  as  they  are  developed  is  marketed 
on  a  withdrawable  basis  at  the  same  rate  as  all  other  power. 

The  repayment  of  the  Pick-Sloan  Program  investment  assigned 
to  the  power  function  repayment  is  on  track  to  be  paid  in  the  time- 
frame as  defined  by  law.  And  at  present,  Western's  power  repay- 
ment study  indicate  that  approximately  43  percent  of  the  Pick- 
Sloan  power  investment — excluding  irrigation  aid — has  been  re- 
paid. The  unpaid  balance  at  the  end  of  fiscal  year  1995  carried  an 
effective  interest  rate  of  approximately  six  and  a  half  percent.  That 
concludes  my  statement,  and  I  will  be  pleased  to  answer  any  ques- 
tions that  you  might  have. 

[Statement  of  Mr.  Shafer  may  be  found  at  end  of  hearing.] 

Mr.  DOOLITTLE.  Thank  you  very  much.  The  Chair  recognizes  Ms. 
Beneke,  the  Assistant  Secretary,  for  her  testimony. 


STATEMENT  OF  THE  HONORABLE  PATRICIA  J.  BENEKE,  AS- 
SISTANT SECRETARY  FOR  WATER  AND  SCIENCE,  U.S.  DE- 
PARTMENT OF  THE  INTERIOR;  ACCOMPANIED  BY  NEIL 
STESSMAN,  REGIONAL  DIRECTOR,  BUREAU  OF  RECLAMA- 
TION, U.S.  DEPARTMENT  OF  THE  INTERIOR 

Ms.  Beneke.  Mr.  Chairman,  members  of  the  Subcommittee,  it  is 
a  pleasure  to  be  here  today.  I  appreciate  the  opportunity  to  discuss 
the  status  of  irrigation  projects  authorized  as  part  of  the  Pick-Sloan 
Missouri  Basin  Program,  as  well  as  the  repayment  relating  to  Pick- 
Sloan  facilities. 

The  Flood  Control  Act  of  1944  envisioned  a  comprehensive  plan 
to  manage  the  water  and  power  resources  of  the  Missouri  River 
Basin.  The  original  program  was  to  include  an  extensive  system  of 
flood  control,  navigation  improvement,  irrigation,  municipal  and  in- 
dustrial water  supply,  and  hydroelectric  power  generation  facilities 
for  the  10  Missouri  River  Basin  states. 

At  the  time,  this  program  was  seen  as  a  significant  effort  to  boost 
the  economy  and  population  of  the  Great  Plains  which  had  suffered 
a  decline  during  the  Dust  Bowl  era  of  the  1930's  and  during  World 
War  II.  It  was  hoped  that  the  Pick-Sloan  Program  would  provide 
economic  stability  and  hydropower  for  a  growing  nation  and  con- 
tribute important  flood  control,  navigation,  and  irrigation  benefits. 

The  1944  Act  was  based  on  preliminary  plans  and  estimates. 
Congress  recognized  that  some  elements  of  the  program  would 
change  as  further  investigations  were  completed.  In  reality,  we  now 
know  that  the  original  plan  overestimated  irrigation  and  naviga- 
tion development  and  underestimated  hydropower  and  recreation. 

While  Pick-Sloan  has  not  been  fully  constructed,  the  program  has 
provided  significant  benefits  such  as  water  supply,  flood  control, 
navigation,  recreation,  and  hydropower.  It  has  fallen  short  of  its 
stated  goals  for  irrigation. 

Overall,  only  about  11  percent  of  the  irrigation  anticipated  in  the 
Pick-Sloan  plan,  less  than  600,000  acres,  has  actually  been  feder- 
ally developed.  This  is  due  to  a  combination  of  factors  such  as  a 
limited  growing  season,  market  conditions,  and  soil  characteristics. 

In  1958,  Reclamation  and  the  Corps  completed  a  report  making 
cost  allocations  for  multipurpose  projects  in  Pick-Sloan.  In  1964, 
the  Congress  adopted  a  law  that  required  that  all  Federal  facilities 
originally  authorized  to  be  built  as  part  of  the  Pick-Sloan  Program 
but  which  were  not  yet  completed  must  be  reauthorized  by  the 
Congress.  Since  June  30,  1964,  nine  facilities  have  been  reauthor- 
ized, and  construction  activities  have  taken  place  on  four  of  the 
projects.  The  others  remain  inactive. 

We  do  not  expect  that  the  entire  Pick-Sloan  Program  will  be  real- 
ized given  current  economic  and  financial  conditions.  Nonetheless, 
costs  continue  to  be  allocated  to  program  purposes  based  on  the  as- 
sumptions that  full  program  development  will  occur.  Reclamation 
is  prohibited  by  law  from  reallocating  the  costs  of  the  Pick-Sloan 
Program  without  authorization  from  Congress. 

In  1993,  the  Department  of  the  Interior's  Inspector  General  con- 
ducted an  audit  of  the  Pick-Sloan's  cost  allocations  and  repayment. 
The  IG  expressed  concerns  that  the  government's  investment  was 
not  adequately  protected  under  the  cost  allocations  in  Pick-Sloan. 
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In  response  to  the  IG,  Reclamation  is  undertaking  an  in-depth 
review  of  program  costs  based  on  currently  planned  development, 
contemporary  uses,  and  applying  currently  used  project  evaluation 
and  economic  analysis.  We  intend  to  keep  the  Subcommittee  ap- 
prised of  our  findings  and  to  seek  guidance  from  the  Congress  and 
legislative  authority  as  appropriate.  This  concludes  my  statement, 
and  I  would  be  happy  to  answer  any  questions. 

[Statement  of  Ms.  Beneke  may  be  found  at  end  of  hearing.] 

Mr.  DOOLITTLE.  Thank  you  very  much.  Now,  the  Bureau  of  Rec- 
lamation promised  this  Committee  that  study  that  was  due  in  Feb- 
ruary of  1995.  When  do  you  expect  we  will  have  that? 

Ms.  Beneke.  Well,  Mr.  Chairman,  we  are  continuing  to  work  on 
the  study.  As  soon  as  the  IG  completed  its  work  on  this  matter,  the 
Bureau  engaged  in  the  study.  We  committed  at  that  time  to  taking 
an  active  role  in  analyzing  this  issue.  We  have  been  doing  that. 

If  I  recall  correctly,  our  commitment  was  to  provide  a  study  pro- 
posal for  the  fiscal  year  '96  budget.  That  did  not  happen  for  a  vari- 
ety of  reasons.  I  guess  one  of  the  reasons  that  I  have  been  advised 
that  it  didn't  happen  was  that  there  was  some  sentiment  that  we 
should  defer  working  on  this  while  the  PMA  legislative  proposals 
were  pending  up  here,  because  that  could  potentially  so  change  the 
complexion  of  our  analysis  that  it  would  be  prudent  to  hold  off  for 
a  bit.  So  the  Bureau  did  hold  off,  but  now  we  are  actively  engaged, 
and  we  fully  intend  to  keep  you  apprised  of  our  progress. 

Mr.  DOOLITTLE.  Do  you  have  in  mind  how  many  weeks  will 
elapse  before  we  receive  this? 

Ms.  Beneke.  I  do  not  have  a  specific  deadline  to  give  you  or  date 
to  give  you  here  today.  I  have  been  around  long  enough  to  know 
better  than  to  do  that.  But  I  am  hopeful  that  we  will  be  able  to 
share  some  additional  information  with  you  soon. 

We  have,  of  course,  already  provided  preliminary  information  on 
irrigation  projects  that  under  our  current  analysis  appear  to  be  in- 
feasible.  That  was  provided  to  the  Subcommittee.  It  was  also  pro- 
vided to  GAO.  That  was  part  of  what  we  said  that  we  would  do  in 
response  to  the  IG  report. 

Mr.  DOOLITTLE.  Do  you  concur  that  we  would  be  talking  weeks 
as  opposed  to  months,  though,  for  this  report  to  come  in? 

Ms.  Beneke.  You  know,  I  don't  know  the  answer  to  that.  It  is, 
again,  a  very  complex  subject  area.  There  are  a  lot  of  consider- 
ations to  be  made  in  the  course  of  this  analysis.  One  of  those  con- 
siderations is  equity,  as  the  witness  from  GAO  mentioned.  There 
are  considerations  with  respect  to  impacts  on  power  costs,  but  we 
are  working  on  it  and  will  continue  to  do  so.  And  we  will  do  our 
best  to  be  responsive  to  the  Subcommittee. 

Mr.  DOOLITTLE.  Well,  Madam  Secretary,  I  would  feel  more  com- 
fortable if  I  heard  a  specific  date  since  your  agencies  have  been 
working  on  this  since  the  Inspector  General's  report  came  out  in 
1993. 

Let  me  say  I  think  your  recommendations  would  be  very  helpful 
to  us  and  should  precede  whatever  we  do  on  PMA  reform  rather 
than  be  deferred  while  waiting  for  us.  I  think,  frankly,  the  insight 
that  would  come  from  your  recommendations  would  be  helpful  to 
us. 


Ms.  Beneke.  Well,  let  me  say  that,  of  course,  this  needs  to  be 
an  interagency  activity.  We  need  to  work  closely  with  Western  in 
this  analysis  and  also  closely  with  the  Corps.  I  would  be  happy  to 
confer  with  those  other  agencies  and  with  the  team  that  has  been 
working  on  this  at  Interior  and  try  to  get  back  to  you  with  a  more 
specific  timeframe. 

Mr.  DOOLITTLE.  I  would  appreciate  that.  Maybe  you  can  give  us 
a  status  report. 

Ms.  Beneke.  Yes. 

Mr.  DOOLITTLE.  I  think  this  is  an  important  submission  to  be 
made;  it  is  a  fairly  high  priority,  and  I  would  appreciate  your  get- 
ting back  to  us  on  it. 

Ms.  Beneke.  We  will  do  our  best  to  do  that,  sir. 

Mr.  DOOLITTLE.  Thank  you.  Mr.  Rezendes,  thank  you  for  your  ex- 
cellent report  which  has  been  very  helpful  to  the  Subcommittee. 
What  actions  do  you  think  are  going  to  be  needed  to  recover  the 
$454  million  that  the  GAO  referred  to  as  "unrecoverable,"  plus  the 
annual  $30  million  that  will  be  added  to  that  sum  each  year? 

Mr,  Rezendes.  In  essence,  if  you  want  to  recover  that  money, 
particularly  through  power  rates,  which  is  the  most  likely  suspect 
here,  Congress  will  have  to  act  as  they  did  in  the  Garrison  Diver- 
sion Unit  Act  which  is  basically  shifting  those  power  costs  over. 

You  have  a  couple  of  options  there.  You  could  either  deobligate 
the  authorized  projects,  recognize  that  and  shift  the  costs,  or  Con- 
gress could,  as  it  has  on  other  occasions,  just  shift  the  cost  and  not 
deobligate  the  projects.  Or  a  third  option  is  Congress  could  decide 
that  those  costs  should  not  go  to  power  and  basically  absorb  them 
themselves.  We  have  done  all  three,  I  guess,  in  the  past  in  various 
forms  and  various  other  issues. 

Mr.  DOOLITTLE.  Mr.  Shafer,  your  auditors.  Peat  Marwick,  raised 
the  issue  of  the  meters  not  being  calibrated.  I  guess  these  are  the 
meters  that  you  use  to  dispense  power  out  to  your  customers.  You 
have  stipulated  you  agree  with  the  idea  that  they  should  be  cali- 
brated on  an  annual  basis.  Let  me  ask  you,  how  many  meters  are 
there,  and  are  they  all  in  that  situation  of  not  being  calibrated  on 
an  annual  basis? 

Mr.  Shafer.  Mr.  Chairman,  we  have  a  maintenance  policy  that 
we  do  routinely  calibrate  our  revenue  meters.  I  am  not  aware  of 
the  specifics  that  you  are  talking  about  as  far  as  that  report.  We 
do  routinely  calibrate  those  meters.  We  have  approximately  300 
customers  in  the  Pick-Sloan  Program  region.  I  am  not  sure  that  is 
exactly  the  same  number  of  meters  but  in  that  neighborhood  I 
would  say. 

Mr.  DOOLITTLE.  So  approximately  how  many  meters  do  you  think 
there  are? 

Mr.  Shafer.  I  am  guessing  in  relation  to  the  number  of  cus- 
tomers about  300  meters  also. 

Mr,  DOOLITTLE,  OK.  So  each  customer  has  its  own  meter,  you 
mean? 

Mr.  Shafer.  Conceivably,  they  could  have,  yes.  It  depends  on — 
there  are  some  that  are  metered  through  joint  action  agencies,  but 
some  do  have  their  own. 

Mr.  DOOLITTLE,  I  am  looking  at  the  KPMG  Peat  Marwick  inde- 
pendent auditors  report  on  the  internal  control  structure,  which  is 
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dated  September  30,  1995  and  1994.  It  says  that  under  timely  cali- 
bration of  meters,  "We  commented  in  the  report  on  the  internal 
control  structure  of  fiscal  year  '94  that  Western  should  enforce  the 
requirement  to  calibrate  all  meters  at  least  once  a  year. 

"Management  concurred  with  the  audit  recommendation  and 
stated  that  the  Loveland  Area  Office  would  review  the  schedule  for 
meter  testing  and  recalibration  to  ensure  requirements  are  en- 
forced timely.  Limited  testing  of  14  meter  records  at  LAO  showed 
that  LAO  had  not  calibrated  four  meters,"  and  they  list  the  meter 
numbers  here,  "since  1993. 

"LAO  stated  that  operating  and  maintenance  personnel  lack  suf- 
ficient time  because  of  recent  downsizing  of  the  higher  priority 
work  to  calibrate  all  meters  annually.  The  lack  of  annual  meter 
calibrations  exposed  Western  to  potential  incorrect  metering  of 
electrical  power  charge  to  customers." 

Maybe  I  can  ask  in  the  next  panel  what  a  private  company  would 
do,  but  calibration  is  really  how  you  tell  if  you  are  charging  cus- 
tomers the  correct  amount,  isn't  it?  Right? 

Mr.  Shafer.  Absolutely.  And  I  don't  disagree  that  calibration 
should  be  there,  and  I  will  certainly  follow  up  to  see  if  that  has 
been  corrected.  We  do  have  a  policy  in  place  that  we  test  our  reve- 
nue meters  on  an  annual  basis. 

Mr.  DOOLITTLE.  We  have  two  Peat  Marwick  reports  here.  Appar- 
ently this  has  been  recommended  for  three  years  running,  and  still 
they  are  finding  four  out  of  14 — a  little  less  than  a  third,  but  still 
a  substantial  percentage — of  meters  that  aren't  calibrated.  So  if 
this  problem  has  gone  on  for  three  years  running,  why  do  you  be- 
lieve that  it  has  been  fixed? 

Mr.  Shafer.  I  guess  what  their  report  is  saying  is  that  they 
hadn't  been  tested — whether  they  would  test  bad  or  not  would  be 
a  question.  But  I  will  certainly  follow  up  to  see  it  is  being  taken 
care  of  at  this  point. 

[The  following  was  submitted:] 
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North  Dakota  Population  Not  Served  by  Firm  PMA  Power 

According  to  Electric  Sales  and  Revenue  1994  (Energy  Information  Administra- 
tion, U.S.  Department  of  Energy,  November  1995),  38  electric  Utilities  Serve  Resi- 
dential consumers  in  the  Sate  oi  North  Dakota. 

The  following  table  breaks  out  these  utilities  by  class  of  ownership  and  number 
of  residential  consumers: 


Class  of  ownership 


Number  af 
utilities 


Number  of 
residential 
consumers 


Cooperatives  ... 
Investor-Owned 
Publicly  Owned 

Total  .. 


38 


92,263   (34%) 

170,449   (63%) 

8,864   (3%) 


272,574 


If  it  is  assumed  that  all  cooperatives  and  publicly  owned  utilities  purchase  firm 
PMA  power,  and  none  of  the  investor-owned  utilities  do,  then  63  percent  of  North 
Dakota  residential  consumers  did  not  have  access  to  firm  PMA  power  in  1994. 

Mr.  DOOLITTLE.  OK.  Well,  my  time  is  up.  Let  me  recognize  the 
gentleman  from  South  Dakota,  Mr.  Johnson. 

Mr.  Johnson.  Well,  thank  you,  Mr.  Chairman.  There  is  no  new 
news  that  a  great  deal  of  the  irrigation  projects  envisioned  by  Pick- 
Sloan  have  never  come  about,  and  that  consumers  of  the  region  in 
lieu  of  the  development  of  their  economies  have  had  the  utilization 
of  the  hydropower  in  the  interim.  I  would  ask  Mr.  Shafer,  do  any 
Pick-Sloan  customers  get  free  power  as  a  result  of  the  current 
suballocation?  Could  you  elaborate  on  that  for  us  please? 

Mr.  Shafer.  Yes,  I  can.  Thank  you,  Congressman  Johnson.  No. 
From  our  perspective,  there  is  no  free  power.  All  the  power  that  is 
marketed  is  sold  at  rates  that  we  determine  are  adequate  to  re- 
cover the  investment  assigned  to  power  for  repayment.  On  a  long- 
term  basis,  when  we  have  surplus  power  during  good  water  years 
in  excess  of  what  our  firm  contractual  commitm-ents  are,  that  sur- 
plus power  is  sold  on  the  surplus  market  at  market  rates  at  the 
time. 

Mr.  Johnson.  And  are  the  Pick-Sloan  repayment  rates  in  viola- 
tion of  the  law  because  they  do  not  recover  all  costs? 

Mr.  Shafer.  No.  Our  rate  and  repajrment  studies  assure  that  all 
of  the  costs  that  are  assigned  to  power  for  repayment  are  recov- 
ered, and  that  the  timeframe  is  such  that  it  will  be  paid  off  in  the 
time  specified  by  law. 

Mr.  Johnson.  And  could  you  tell  us  what  the  w^eighted  interest 
rate  is  for  unpaid  Pick-Sloan  power  investment? 

Mr.  Shafer.  At  the  end  of  fiscal  year  '95,  the  effective  interest 
rate  on  the  unpaid  power  investment  was  about  six  and  a  half  per- 
cent. 

Mr.  Johnson.  I  appreciate  your  response  to  that.  Just  quickly  in 
my  time  here  to  Mr.  Rezendes,  on  January  18  of  this  year,  40  of 
my  colleagues  and  I  sent  the  GAO  a  letter  requesting  an  assess- 
ment of  the  impacts  of  higher  electric  rates  on  customers  and  local 
economies  of  WAPA,  SEPA,  and  Southwestern  Power,  plus  the  pos- 
sible impacts  on  navigation,  flood  control,  recreation,  and  other 
multipurpose  functions  if  the  present  ownership  and  operations  are 
changed.  i 


12 

We  also  requested  recommendations  of  how  the  PMA's  can  im- 
prove efficiencies  in  output  within  the  present  ownership  position. 
Could  you  tell  us  when  the  GAO  will  be  able  to  respond  to  this  re- 
quest and  when  we  can  expect  something  in  writing  from  the  GAO? 

Mr.  Rezendes.  Yes.  We  were  working  with  the  staffs  of  the  40 
some  Members  who  have  requested  the  study.  Right  now,  we  are 
in  what  we  call  the  methodology  development  and  scope  and  objec- 
tive phase.  We  have  agreed  to  get  back  to  your  staffs  and  the  other 
members  by  June  to  reach  agreement  on  a  methodology  and  a 
scope  of  what  we  plan  to  do  with  a  specific  timeframe.  I  don't  have 
a  specific  timeframe  yet.  I  know  everyone  is  anxious  to  hear  infor- 
mation on  this  issue.  So  I  would  say  realistically  we  are  talking 
about  anywhere  from  nine  months  or  so  from  today,  maybe  a  year. 

Mr.  Johnson.  Well,  thank  you.  We  will  await  that  with  some  an- 
ticipation. And  with  that,  Mr.  Chairman,  I  yield  back  my  time. 

Mr.  DOOLITTLE.  Thank  you.  Mr.  Pombo  is  recognized. 

Mr.  Pombo.  Thank  you.  Ms.  Beneke,  in  your  opening  statement 
you  said  that  the  allocation  of  irrigation  was  obviously  overstated 
when  this  was  put  together  from  the  beginning,  but  that  from 
power  and  recreation  and  other  uses  that  it  had  been  understated. 
If  we  were  to  reallocate  the  cost  of  all  of  this,  how  much  would  go 
to  not  just  power  but  to  the  recreation  and  multiuse  side  of  this? 

Ms.  Beneke.  Well,  it  is  difficult  for  me  to  give  you  any  specific 
number  without  the  Bureau  going  through  the  actual  cost 
reallocation  process.  They  have  a  very  detailed  analysis  that  is  un- 
dertaken to  allocate  those  costs.  But  it  is  safe  to  assume  that,  you 
know,  a  substantial  share  of  the  costs  would  be  reallocated  to  the 
power  side. 

And  I  think  some  of  the  costs  may  well  also  be  reallocated  to 
recreation  uses  because  in  1944,  when  the  Congress  was  putting 
the  program  together,  they  assumed  a  much  larger  share  of  the 
program  would  go  toward  irrigation.  And  history  has  proven  that 
not  to  be  the  case.  Power  I  think  is  more  than  double  what  was 
originally  anticipated.  And  irrigation — ^we  have  developed  about  11 
percent  of  what  was  originally  anticipated  in  the  program. 

Mr.  Pombo.  Historically,  we  have  not  required  flood  control  to 
repay? 

Ms.  Beneke.  Correct,  as  a  matter  of  law. 

Mr.  Pombo.  And  in  recreation,  we  have  also — ^the  Federal  Gov- 
ernment has  eaten  that  portion  of  it? 

Ms.  Beneke.  Again,  as  a  matter  of  law  that  generally  is  correct. 

Mr.  Pombo.  If  we  are  looking  at  reallocating  this,  should  we  not 
also  look  at  the  flood  control  and  recreation  benefits  of  a  project 
like  this  and  what,  if  any,  repayment  should  come  from  those  uses 
of  these  projects? 

Ms.  Beneke.  Well,  that  is  certainly  something  that  Congress 
would  be  free  to  do.  It  would  be  a  great  departure  from  longstand- 
ing policy  and  law,  and  I  guess  I  am  not  really  prepared  to  com- 
ment on  the  policy  implications  of  that  today. 

Mr.  Pombo.  Now,  we  hear  a  lot  about  the  power  side  of  this  and 
the  irrigation  side  as  to  whether  or  not  they  are  paying  their  fair 
share  of  the  cost  of  these  projects.  But  at  the  same  time  in  many 
of  these  projects  the  recreational  users  use  a  lot  of  the  resources 
of  the  Department  of  Interior,  the  Bureau  of  Reclamation.  They  do 
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on  an  ongoing  basis  cost  a  lot  of  money,  and  yet  we  don't  even  con- 
sider that,  you  know,  when  we  figure  this  out  as  to  what  the  real 
costs  of  carrying  these  projects  are. 

Ms.  Beneke.  Well,  there  are  substantial  recreation  benefits  de- 
rived from  almost  all  of  our  multipurpose  projects.  I  believe  there 
is  a  chart  attached  to  my  statement  that  is  part  of  the  record  that 
quantifies  some  of  those  recreation  benefits  of  the  projects. 

Mr.  POMBO.  Which  chart  is  that? 

Ms.  Beneke.  It  is  attached  to  my  statement. 

Mr.  PoMBO.  Is  that  this 

Ms.  Beneke.  Yes.  That  may  be  the  second  chart.  I  think  it  is  the 
second  chart  there. 

Mr.  PoMBO.  Now,  when  you  have  a  dollar  figure  for  regional  ben- 
efits, what  does  that  mean  exactly? 

Ms.  Beneke.  I  am  going  to  let  Mr.  Stessman  answer  that  be- 
cause his  staff  was  responsible  for  generating  the  figures. 

Mr.  Stessman.  Actually,  these  figures  were  developed  by  the 
Corps  of  Engineers  in  connection  with  a  NEPA  compliance  activity. 
And  what  it  reflects  is  the  estimate  of  the  recreation  benefits  from 
Pick-Sloan  reservoirs  by  states  for  the  year  1994.  In  other  words, 
it  is  an  annual  estimated  benefit  for  recreation. 

Mr.  PoMBO.  Now,  what  do  you  mean  by  a  benefit?  Economic  ben- 
efit to  the  area? 

Mr.  Stessman.  Yes.  It  means  economic  benefit. 

Mr.  PoMBO.  So,  for  example,  you  have  Montana  here  at  $10  mil- 
lion. The  recreational  benefits  in  Montana  generate  an  additional 
$10  million  in  income  to  all  businesses  in  the  State  of  Montana? 
Is  that  what  you  are 

Mr.  Stessman.  I  think  that  is  a  fairly  accurate  sort  of  layman 
term  for  it,  which  is  about  as  good  as  I  can  do  too.  But  it  is  the 

Mr.  PoMBO.  Well,  I  am  a  layman  so  that  is 

Mr.  Stessman.  Sorry,  Congressman.  Economic  benefit  is  the  re- 
gionally experienced  benefit  that  is  received  or  reflected  in  Mon- 
tana's economy  from  the  recreational  use  of,  in  this  case  probably, 
Fort  Peck  Reservoir. 

Mr.  PoMBO.  Can  you  provide  to  us  what  this  is  based  on — a  more 
thorough  report  on  how  they  came  up  with  these  numbers  and 
what  they  actually  mean? 

Mr.  Stessman.  Yes,  we  could. 

Mr.  PoMBO.  I  think  that  if  we  are  going  to  go  back  into  some  of 
these  agreements  and  begin  to  look  at  whether  or  not  the  costs 
were  shared  adequately,  it  would  be  also  a  good  time  to  actually 
go  in  and  see  what  benefits  we  are  deriving  from  these  projects  as 
well. 

I  know  from  the  projects  in  California  many  of  them  are  exten- 
sively used  for  recreational  uses,  and  at  the  same  time  that  is  an 
extremely  high  cost  to  the  taxpayer  to  subsidize  those  recreational 
benefits.  And  I  think  that  a  full  picture  must  be  looked  at  if  we 
are  actually  going  to  go  back  in  and  begin  to  look  at  these  agree- 
ments again.  Thank  you,  Mr.  Chairman. 

Mr.  DOOLITTLE.  Thank  you.  Mr.  DeFazio  is  recognized. 

Mr.  DeFazio.  Thank  you,  Mr.  Chairman.  I  am  sorry  I  missed  the 
testimony.  I  was  in  another  hearing  with  Secretary  Peiia.  I  guess 
sort  of  the  crux  of  this  is  this  so-called  free  power,  and  I  just  want 
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to  get  at  this.  My  understanding  is  we  have  a  proposal  from  Otter 
Tail  to  raise  the  rates  to  customers  and  increase  revenues  to  the 
Federal  Government  in  addition  to  taking  a  management  fee. 

Now,  my  question  is  if  we  wanted  to — as  I  understand  it,  it 
would  require  an  Act  of  Congress  to  reallocate  costs  and  recover 
further  costs,  is  that  correct,  in  terms  of  these  irrigation  projects? 

Ms.  Beneke.  Yes.  That  is  correct. 

Mr.  DeFazio.  ok.  So  I  don't  know  why  we  need  Otter  Tail  if  this 
is  a  great  idea.  Let  me  just  put  this  forward.  I  mean,  couldn't 
WAPA  raise  the  rates  and  not  charge  us  the  $10  million  adminis- 
tration fee  by  $100  million  if  we  authorize  that? 

Mr.  Shafer.  Yes.  Whatever  the  law  would  provide  for  us  to  do 
we  certainly  can.  We  would  apply  that 

Mr.  DeFazio.  If  Congress  decided  it  was  desirable  to  recoup  some 
of  the,  you  know,  additional  costs  that  are  now  unrecoverable  be- 
cause not  as  much  irrigation  occurred  as  was  anticipated — more 
hydropower  development — we  could  do  that? 

Mr.  Shafer.  We  certainly  could. 

Mr.  DeFazio.  OK.  And  it  wouldn't  cost  you  $10  million  to  raise 
the  rates  to  do  that? 

Mr.  Shafer.  No,  sir. 

Mr.  DeFazio.  OK.  I  would  like  to  ask  the  GAO — I  have  just  had 
a  chance  to  breeze  through  your  report.  I  guess  I  am  puzzled  as 
to  the  allegation  of  free  power,  and  I  want  to  ask  you,  because  you 
are  a  little  more  impartial  than  WAPA — obviously,  they  won't  tell 
me  the  truth  here — where  is  the  free  power?  What  free  power  are 
we  talking  about?  Are  we  talking  about  this  unallocated  cost  which 
Congress  has  prohibited 

Mr.  Rezendes.  Right. 

Mr.  DeFazio.  [continuing] — from  being  recovered?  Is  that  free 
power? 

Mr.  Rezendes.  Yes. 

Mr.  DeFazio.  Or  are  we  talking  about  them  actually  giving  away 
power  to  people? 

Mr.  Rezendes.  Yes.  We  have  been  asked  that  question  before, 
and  from  our  perspective,  there  is  no  free  power.  In  essence.  Con- 
gress established  a  process  of  allocating  costs  and  recovering  costs 
that  were  to  be  covered  by  electricity  rates.  And  a  message  I  want 
to  leave  here  is  that  everybody  is  acting  exactly  as  Congress  told 
them  to  act. 

These  costs  are  being  deferred,  and  I  think  there  was  an  impres- 
sion when  I  hear  the  connotation  "free  power"  that  Western  is,  in 
fact,  doing  something  outside  the  law  or  outside  the  realm  of  what 
they  should  be  doing — something  nefarious  here.  Really,  everyone 
is  acting  exactly  as  the  law  provided  them  to  act. 

However,  that  doesn't  mean  though  that  there  aren't  $454  mil- 
lion in  deferred  costs  that  are  out  there.  And  in  the  meantime,  the 
benefits  of  that  water  are  being  used  for  production  primarily  of 
electricity,  which,  obviously,  as  that  produces  electricity,  they  sell 
that  power.  They  sell  it  at  the  rates  that  they  normally  sell  their 
other  electricity  for.  So  from  the  aspect  of  someone  getting  free 
electricity  without  paying  a  rate,  no,  that  is  not  happening. 

Mr.  DeFazio.  Aiid  WAPA,  other  than  its  outside  power  pur- 
chases to  firm  up  load,  does  it  pay  for  any  other  Federal  power  in 
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any  different  manner,  I  mean,  in  terms  of  whatever  obligations 
there  are  that  the  Federal  Government  is  required  to  be  paid  or  re- 
paid? I  would  address  that  to  either 

Mr.  Shafer.  No.  Our  rates  for  the  Federal  power,  of  course,  are 
cost  based.  The  revenues  needed  to  reimburse  for  the  Federal  in- 
vestment determine  our  rates.  Some  of  that  cost  includes  pur- 
chased power  costs  that  we  have  to  acquire  during  the  year  to  firm 
up  some  of  our  contracts. 

Mr.  DeFazio.  But  basically,  I  mean,  we  could  alter  the  terms  of 
your  other  Federal  projects  or  these  Federal  projects  in  such  a  way 
that  it  would  require  you  to  recapture  more  costs? 

Mr.  Shafer.  Yes,  you  could.  Congress  could  do  that. 

Mr.  DeFazio.  But  there  is  no  issue  of  you  getting  some  unique 
benefit  from  these  projects  because  that  power  is  free  while  you  are 
pajdng  for  other  power  from  other  Federal  projects  in  some  dif- 
ferent manner.  You  are  not.  It  is  whatever  is  required  by  law  in 
terms  of  recapturing  the  Federal  investment? 

Mr.  Shafer.  That  is  correct. 

Mr.  DeFazio.  OK.  So  there  is  no  inconsistency  here? 

Mr.  Shafer.  That  is  correct. 

Mr.  DeFazio.  Because,  I  read  this,  and  it  reads  like  something 
from,  you  know,  the  National  Enquirer  about  aliens  or  something. 
I  am  shocked!  Shocked!  There  is  free  power  here.  So  I  just  wanted 
to  make  sure  that  I  am  not  missing  something  really  big  because 
I  don't  want  to  end  up  on  the  front  page  of  the  Enquirer  supporting 
you  giving  away  free  power  when  my  constituents  aren't  getting  it. 

So  that  is  what  I  mean.  Mr.  Johnson's  constituents  are  getting 
it,  and,  I  would  support  free  power  in  my  own  district  but  not  in 
his  district.  OK.  I  thank  the  gentleman.  I  look  forward  to  further 
testimony  from  the  next  panel. 

Mr.  DOOLITTLE.  Mr.  Rezendes,  I  don't  think  anyone  up  here,  or 
at  least  on  our  side,  has  used  the  term  "free  power."  But  is  it  not 
indeed  the  case  that  the  law  and  the  policy  on  this  have  produced 
an  untoward  result? 

Mr.  Rezendes.  Correct.  That  is  right. 

Mr.  DOOLITTLE.  Because  is  it  not  indeed  the  case  that  there  is 
a  heavy  subsidy  to  power  users  that  was  never  intended  as  a  result 
of  not  building  out  the  irrigation  projects  that  were  contemplated 
when  this  original  cost  allocation  was  made  in  1958? 

Mr.  Rezendes.  To  the  tune  of  $454  million.  That  is  the  thrust 
of  my  testimony,  which  is  basically  there  were  capacities  built  in 
the  system  for  irrigation.  Those  costs  were  spent.  That  is  money 
the  Federal  Government  has  already  expended.  The  question  is 
who  is  going  to  pay  for  that. 

And,  as  you  know,  there  are  two  basic  issues  here.  Since  the  irri- 
gation projects  are  not  going  to  be  complete,  it  is  either  the  Amer- 
ican taxpayer  through  the  various  tax  codes  and  how  we  collect 
revenues  who  will  pay  for  this,  or  it  could  be  passed  on  to  the  gen- 
eration of  power  and  have  the  region  recover  these  costs. 

Mr.  DOOLITTLE.  And  at  present,  who  are  pa5dng  for  it?  The  tax- 
payers or  the  power  users? 

Mr.  Rezendes.  The  taxpayer  has  already  paid  for  this.  I  mean, 
the  moneys  have  been  expended.  Those  $454  million  are  gone.  The 
way  it  has  basically  happened,  I  guess  the  way  to  characterize  this. 
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is  we  have  paid  the  money  already,  and  we  have  on  our  books  sort 
of  an  accounts  receivable,  a  hope  of  a  future  payment  in  the  future 
sometime.  And  I  guess  the  issue  before  this  committee  today  is  how 
realistic  is  that  future  accounts  receivable?  Is  that  money  really 
going  to  come  to  pass? 

Mr.  DOOLITTLE.  Let  me  ask  which  states  have  the  largest  share 
of  the  program's  generating  capacity? 

Mr.  Rezendes.  Looking  down  my  list  here,  the  largest  is  cer- 
tainly South  Dakota.  They  have  roughly  about  1,800  megawatts  of 
electricity.  Next,  Montana  and  North  Dakota  have  roughly  about 
550.  Those  three  are  the  big  ones. 

Mr.  DOOLITTLE.  OK.  And,  Mr.  Shafer,  in  the  Eastern  Division 
where  this  power  is  generated  in  Montana  and  North  and  South 
Dakota,  where  is  most  of  the  firm  power  distributed? 

Mr.  Shafer.  I  would  have  to  provide  that  for  the  record  because 
I  don't  have  that  in  front  of  me.  But  we  do  have  that  information 
broken  out  according  to  state. 

[The  following  was  submitted:] 

Audit  Finding  on  Meter  Calibration 

The  "Independent  Auditors'  Report  on  Intemsd  Control  Structure"  prepared  by 
KPMG  Peat  Marwick  LLP,  dated  December  15,  1995,  reported  that  limited  testing 
of  14  meters'  records  of  Western  Area  Power  Administration's  (Western's)  Loveland 
"Area  Office  found  four  meters  that  had  not  been  calibrated  since  1993,  even  though 
the  stated  policy  in  that  Area  Office  is  that  all  meters  are  to  be  calibrated  at  least 
once  a  year. 

As  of  May,  1996,  those  four  meters  have  now  been  cadibrated. 

A  related  poKcy  issue  Western  is  currently  addressing  is  the  appropriate  time  in- 
terval between  meter  calibrations.  The  Rocky  Mountain  Customer  Service  Region 
(formerly  the  Loveland  Area  Office)  is  conducting  a  cost/benefit  study  of  meter  cali- 
bration frequency.  The  results  are  expected  by  September,  1996.  The  Region  will  use 
the  results  of  the  study  to  make  any  necessary  modifications  to  its  current  require- 
ment for  annual  meter  calibration.  Preliminary  results  indicate  that  newer,  solid- 
state  meters  maintain  higher  levels  of  accuracy  than  older,  electromechanical  me- 
ters; and  this  finding,  if  confirmed,  may  be  incorporated  into  the  revised  meter  cali- 
bration policy. 

Mr.  DOOLITTLE.  It  is  my  understanding,  and  maybe  you  can  tell 
me  if  this  rings  true  or  not,  that  although  most  of  this  power  is 
generated  in  Montana  and  North  and  South  Dakota,  it  is,  in  fact, 
distributed  to  Minnesota,  Iowa,  and  Nebraska? 

Mr.  Shafer.  That  could  be.  The  marketing  area  is  defined  as  the 
Pick-Sloan  marketing  area  and  inclusive  of  the  states  you  named, 
there  are  six  states  in  that  marketing  area.  The  distribution  is 
really  in  accordance  with  the  location  of  the  customers  that  are  eli- 
gible as  defined  by  preference  law. 

Mr.  DOOLITTLE.  It  is  my  understanding  that  in  North  Dakota,  for 
example,  more  than  80  percent  of  the  population  receives  its  power 
from  nonPMA  sources.  Is  that  correct? 

Mr.  Shafer.  That  could  very  well  be. 

Mr.  DOOLITTLE.  Maybe  for  the  record  you  can 

Mr.  Shafer.  Yes.  I  can  supply  that.  We  do  have  that  broken 
down. 

Mr.  DOOLITTLE.  [continuing] — clarify  that  answer.  But  let  us  as- 
sume for  the  sake  of  argument  right  now  that  that  is  correct. 

Mr.  Shafer.  OK. 

[The  following  was  submitted:] 


17 

PICK-SLOAN  MISSOURI  BASIN  PROGRAM-EASTERN  DIVISION  FIRM  SALES,  ENERGY,  REVENUE,  AND  CAPACITY 

BY  STATE 

state  FY  95  data  Percent 

Iowa: 

Energy  Sales— kWh(OOO)  1,181,976  14 

Power  Revenues-!  16,357,291  12 

Capacity  (kW) 260,385  10 

Minnesota: 

Energy  Sales— kWh(OOO)  2,064,953  24 

Power  Revenues-! 28,242,790  21 

Capacity  (kW)  413.957  17 

Montana: 

Energy  Sales— kWhIOOO)  709,785  8 

Power  Revenues-! 10,283,064  8 

Capacity  (kW)  154,227  17 

Nebraska: 

Energy  Sales— kWh(OOO)  1,798,396  21 

Power  Revenues-!  33,642,726  25 

Capacity  (kW)  765,240  31 

North  Dakota: 

Energy  Sales— kWh(OOO)  1,083,879  12 

Power  Revenues-! 10,445,374  15 

Capacity  (kW)  441,047  18 

South  Dakota: 

Energy  Sales— kWh(OOO)  1,885.782  21 

Power  Revenues-! 26,308,211  19 

Capacity  (kW)  447,428  18 

Total: 

Energy  Sales— kWh(OOO)  8,694,771  100 

Power  Revenues-! 135  279,456  100 

Capacity  (kW)  2,482,284  100 

Mr.  DOOLITTLE.  So  is  it  not  indeed  the  case,  that  in  North  Da- 
kota, they  thought  they  were  going  to  get  these  irrigation  projects, 
and  they  didn't  get  them?  But  since  80  percent  of  their  power  is 
coming  from  nonPMA  sources,  aren't  they  carrying  a  huge  burden 
as  taxpayers  paying  for  this  subsidized  power  due  to  the 
misallocation? 

Mr.  Shafer.  Without  actually  knowing  numbers,  I  wouldn't 
know  if  they  were  carrying  an  unfair  burden.  I  think  it  is  impor- 
tant to  note  that  there  is  about  $300  million  that  is  suballocated 
to  power  for  repajrment  in  this  process  that  is  zero  interest  bearing 
which  I  guess  defines  the  perceived  subsidy. 

Mr.  DOOLITTLE.  If  that  is  an  accurate  figure,  and  more  than  80 
percent  of  the  population  gets  their  power  from  nonPMA  sources, 
that  means  they  are  not  getting  any  of  the  benefit  of  this  power, 
so  the  very  people  in  the  area  are  indeed  burdened  by  this  them- 
selves? 

Mr.  Shafer.  They  certainly  are  burdened  to  the  proportion  that 
the  other  taxpayers  are. 

Mr.  DOOLITTLE.  OK.  Mr.  DeFazio. 

Mr.  DeFazio.  Thank  you,  Mr.  Chairman.  I  guess  I  don't  believe 
I  have  further  questions  for  this  panel.  I  would  like  to  go  back  to 
the  point  I  made  originally  which  is  WAPA  is  acting  consistent 
under  current  Federal  law  in  terms  of  the  recapture  of  investment. 

If  a  majority  of  the  Congress  and  the  President  agree  that  it 
would  be  desirable  to  recapture  additional  investment  or  the  so- 
called  windfall,  then  we  can  put  that  mandate  onto  WAPA.  WAPA 
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could  raise  the  rates  accordingly  and  do  that  without  charging  a  10 
percent  add-on  for  so-called  administration.  Is  that  correct? 

Mr.  Shafer.  That  is  correct. 

Mr.  DeFazio.  ok.  I  just  wanted  to  get  that  clear  so,  basically, 
the  ball  is  in  our  court  here  in  terms  of  what  principles  we  want 
to  apply  to  the  repayment  of  this  particular  investment  or  other  in- 
vestments made  by  the  Federal  Government  in  these  areas. 

I  mean,  why  does  WAPA  exist?  I  am  wondering,  why  do  we  have 
Federal  power  in  the  West?  What  I  thought  was  that  there  were 
a  lot  of  rural  areas  that  the  lOU's  didn't  want  to  serve,  and  so  in 
terms  of  rural  electrification  we  decided  since  no  one  else  would 
serve  them,  the  government  would.  Was  that  sort  of  the  basis  of 
the  history  of  this? 

Mr.  Shafer.  I  think  that  is  a  very  good  explanation,  Congress- 
man. The  fact  is  that  there  were  areas  in  rural  America  that  did 
not  have  the  privilege  of  having  some  of  the  benefits  that  the  ur- 
banized communities  had.  And  there  were  not  enough  incentives 
from  a  profit  perspective  to  interest  private  companies  to  go  out 
and  supply  power  to  rural  areas. 

So  the  Federal  Government  took  that  on  as  a  societal  responsibil- 
ity and  recognized  that  these  projects  that  were  being  built  for 
other  reasons  also  had  the  benefit  of  hydropower  that  could  cer- 
tainly facilitate  providing  power  benefits  to  rural  America  to  bring 
them  up  to  the  living  standards  of  other  Americans. 

So  the  Federal  Government  took  on  that  responsibility  and  need- 
ed an  agency,  which  initially,  of  course,  was  the  Bureau  of  Rec- 
lamation in  marketing  that  power  to  administer  that  program.  And 
we  fulfill  that  role  at  this  time. 

Mr.  DeFazio.  Have  there  been  any  defaults?  Has  the  investment 
as  made  by  the  Federal  Government,  as  required  by  Congress  been 
amortized  and  recaptured?  Have  there  been  any  defaults?  I  am  not 
aware  of  any. 

Mr.' Shafer.  No.  Right  now  our  repayment  studies  are  designed 
such  that  all  the  investment  that  has  been  made  in  accordance  to 
law  will  be  repaid  in  the  timeframe  specified  by  law. 

Mr.  DeFazio.  OK.  So  if  there  is  any  problem  here  or  any  changes 
to  be  made,  they  all  again  come  back  to  the  Congress? 

Mr.  Shafer.  That  is  correct. 

Mr.  DeFazio.  OK.  Just  one  other  thing  on  this  metering.  I  had 
my  meter  checked  once,  not  because  I  thought  that  the  local  utility 
was  losing  money,  but  because  I  thought  that  the  meter  was  run- 
ning excessively.  Would  it  be  possible  that  by  neglecting  to  check 
these  meters  you  are  overcharging  your  customers? 

Mr.  Shafer.  That  is  a  possibility.  I  have  to  say  I  think  today's 
meters  are  extremely  reliable.  That  doesn't  mean  we  shouldn't 
check  them  on  occasion.  But,  yes,  it  could  go  either  direction. 

Mr.  DeFazio.  Again,  I  thought  there  was  a  fair  amount  of  reli- 
ability, but  if  there  is  a  variance  caused  by  whatever,  a  power 
surge  or  something  that  knocks  it  off  kilter  or  somebody  what- 
ever— I  don't  know  what  knocks  a  meter  off  kilter — it  could  be  ei- 
ther way? 

Mr.  Shafer.  It  could  slow  the  meter  down. 

Mr.  DeFazio.  So  probably  if  we  did  a  randomized  sort  of  study, 
we  would  maybe  come  out  even? 
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Mr.  Shafer.  That  is  correct.  That  is  possible. 

Mr.  DeFazio.  OK,  I  think  it  would  be  desirable  to  service  and 
check  the  meters  regularly  so  that  you  don't  undercharge  some  and 
overcharge  others.  But  I  don't  think  there  is  any  tremendous 
amount  of  revenue  at  question  here.  Would  you  agree? 

Mr.  Shafer.  I  would  agree. 

Mr.  DeFazio.  OK.  Thank  you. 

Mr.  Doolittle.  We  will  get  to  the  meters  in  the  second  panel  as 
well,  but  let  me  just  say,  I  suspect  that  businesses  that  are  in  the 
business  for  profit  pay  a  great  deal  of  attention  to  these  things. 

And  I  think  it  is  interesting  that  for  three  years  it  has  been  rec- 
ommended that  these  meters  be  calibrated,  and  it  hasn't  been  a 
high  enough  priority.  Servicing  the  gates  at  Folsom  Dam  wasn't  a, 
high  enough  priority,  and  finally  one  ruptured,  and  we  had  a  tre- 
mendous problem  that  is  ongoing  as  a  result  of  that. 

Mr.  Shafer,  with  this  misallocation  that  you  know  about,  why 
haven't  you  been  calling  that  to  our  attention  and  urging  that  the 
projects  be  deauthorized  and  the  costs  reallocated?  I  mean,  you  are 
the  expert  in  charge  of  this.  What  is  going  on  here? 

Mr.  Shafer.  The  misallocation  you  mean  in  the  process  as  far 
as 

Mr.  Doolittle.  The  misallocation  being  that  this  whole  Pick- 
Sloan  multipurpose  project  is  predicated  upon  irrigation  projects 
that  you,  in  fact,  know  will  never  be  built. 

Mr.  Shafer.  OK.  Yes.  My  understanding.  Congressman,  is  that 
this  has  been  looked  at  several  times.  In  fact,  if  my  recollection  is 
right,  there  have  been  eight  reports  or  investigations  into  the  re- 
pa3rment  and  the  allocation  of  costs  since  1968  where  it  has  been 
discussed  and  attention  has  been  brought  to  the  issue. 

Mr.  Doolittle.  Well,  I  am  aware  that  over  the  years  studies 
have  been  done  of  this  and  so  forth — I  think  at  least  a  couple  of 
GAO  reports  and  then  an  Inspector  General's  report.  But  you  are 
really  on  the  front  end  of  all  of  this,  dealing  with  the  policies  that 
Congress  sets.  I  would  like  to  encourage  you  to  be  reminding  us  of 
the  need  to  change  these  assumptions  when  we  know  that  they,  in 
fact,  are  no  longer  valid.  Otherwise,  it  is  just  an  ongoing  deficit 
that  is  being  run  up  at  the  taxpayers'  expense,  isn't  it? 

Mr.  Shafer.  I  guess  that  is  true.  I  think  it  is  noteworthy  that, 
again,  we  carry  out  our  responsibilities  in  accordance  with  the  law. 

Mr.  Doolittle.  And,  I  stipulate  to  that.  There  has  been  no  alle- 
gation that  what  is  happening  here  is  unlawful.  I  think  that  is 
clear.  But  I  think  it  is  unwise.  What  do  you  think  about  that? 

Mr.  Shafer.  Unwise  to 

Mr.  Doolittle.  It  is  unwise,  when  we  have  over  $5  trillion  of 
total  national  debt  in  an  advanced  post-modem  society,  that  we 
have  these  kinds  of  black  hole  subsidies  going  on  in  1996. 

Mr.  Shafer.  Yes.  And  I  think  that  maybe  this  is  one  of  many 
that  we  need  to  take  a  look  at,  and  I  look  forward  to  working  with 
the  Bureau  of  Reclamation  in  looking  at  this.  I  think  the  original 
intent  of  Congress  has  been  validated  throughout  these  studies, 
and  that  there  are  some  issues  that  definitely  need  to  be  looked  at 
in  the  reallocation  process. 

It  is  not  just  a  matter  of  assigning  the  cost  that  is  not  being  re- 
covered to  power.  I  think  there  is  an  equity  issue  here  that  has  to 
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be  looked  into,  and  Congress  needs  to  be  made  aware  of  that  so 
that  they  can  use  that  in  making  their  determination  on  how  to  ad- 
dress this  issue. 

Mr.  DOOLITTLE.  Well,  before  we  make  a  determination,  we  would 
like  to  see  these  studies  come  forward  from  you  folks.  You  are  the 
experts.  I  mean,  this  was  done  in  the  Inspector  General's  report  in 
1993.  This  is  three  years  later,  and  we  still  haven't  seen  these 
studies.  So  will  you  take  it  perhaps  as  more  of  an  affirmative  obli- 
gation to  work  with  your  counterparts  in  the  Bureau  there,  both 
to  please  come  forward,  let  us  hear  this  year  if  we  can  of  what 

Mr.  Shafer.  We  certainly  stand  ready  to  work  with  them  very 
proactively. 

Mr.  DOOLITTLE.  That  would  be  good.  We  do  want  equity.  It  is 
just  that  you,  in  the  front  lines,  will  have  a  better  perspective  to 
recommend  equity  than  just  expecting  the  Congress  on  its  own  to 
come  up  with  a  solution.  The  Inspector  General  called  for  the  Bu- 
reau to  make  a  report,  and  we  would  like  to  have  that  report.  We 
want  to  do  what  is  equitable.  We  want  to  do  what  is  right  and  fair 
and  take  all  of  these  things  into  account,  but  we  can't  do  it  nearly 
as  effectively  without  the  recommendation.  Now,  let  me  ask  in  my 
limited  time  of  Ms.  Beneke,  will  you  involve  Mr.  Shafer  in  this 
process? 

Ms.  Beneke.  Absolutely.  We  would  be  pleased  to  do  that.  In  fact, 
we  have  already  been  consulting  with  Western  on  this  subject,  as 
well  as  with  the  Corps,  I  am  advised,  and  will  continue  to  do  that 
and  do  our  best  to  be  responsive  to  the  Subcommittee. 

Mr.  DOOLITTLE.  Thank  you.  Mr.  DeFazio  is  recognized  for  his 
questions. 

Mr.  DeFazio.  Thank  you,  Mr.  Chairman.  I  would  just  like  to  sup- 
plement the  Chairman's  line  of  inquiry  and  say  in  any  cases  where 
we  do  engage  in  such  studies  that  we  look  at  all  users,  you  know. 

And,  for  instance,  if  we  were  studying  the  bond-all  system,  I 
would  expect  we  would  study  the  irrigation  uses  and  the  tremen- 
dous subsidies  which  are  extended  there,  both  to  the  Federal  Grov- 
emment.  Bureau  of  Rec,  and  to  the  individual  users. 

We  would  study  navigation  subsidies.  We  would  study  flood  ben- 
efits on  all  users.  And  I  would  assume  in  any  case  where  one  stud- 
ies this,  we  won't  just  use  it  to  launch  an  attack  on  public  power, 
but  we  will  look  at  any  and  all  subsidies  that  exist. 

For  instance,  I  believe  probably  some — we  could  make  a  case 
some  of  the  irrigation  projects  in  California  aren't  being  fully  re- 
paid to  the  Federal  Government.  So,  I  think  that  we  just  need  to 
look  at  this  in  toto,  and  I  am  certain  the  Chairman  would  agree. 
So  I  thank  you. 

Mr.  DOOLITTLE.  OK.  We  thank  our  witnesses.  We  will  probably 
have  some  additional  questions  and  ask  you  to  answer  those  as 
timely  as  you  can.  With  that,  we  will  excuse  the  members  of  the 
first  panel  and  ask  the  members  of  the  second  panel  to  come  for- 
ward. If  the  second  panel  members  will  remain  standing  for  the 
oath,  we  have  Mr.  Ward  Uggerud,  Vice  President  for  Operations  of 
Otter  Tail  Power;  Mr.  Bruce  Driver,  Special  Counsel,  Land  and 
Water  Fund  of  the  Rockies. 

[Witnesses  sworn.] 
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Mr.  DOOLITTLE.  Let  the  record  show  that  each  answered  in  the 
affirmative.  Thank  you  very  much.  Please  be  seated.  We  are  grate- 
ful to  have  you  here  as  our  witnesses,  and  you  are  familiar  with 
the  procedures.  You  heard  it  explained.  Please  try  and  confine  your 
remarks  to  five  minutes,  and  the  lights  will  indicate.  The  yellow 
light  goes  on  at  the  beginning  of  the  fourth  minute  and  the  red 
light  when  the  time  is  up.  Mr.  Uggerud,  you  are  recognized  for 
your  testimony. 

STATEMENT  OF  WARD  UGGERUD,  VICE  PRESIDENT  FOR 
OPERATIONS,  OTTER  TAIL  POWER 

Mr.  Uggerud.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee,  for  inviting  me  here  today,  and  I  commend  you  for  ex- 
amining this  important  issue.  My  story  today  is  one  of  astonish- 
ment. Last  summer  I  received  an  invitation  to  a  meeting  of  PMA 
customers  to  discuss  strategies  for  opposing  the  privatization  of  the 
Federal  Power  Marketing  Administrations.  I  was  surprised  I  was 
invited  there  because  Otter  Tail  strongly  supports  privatizing  the 
PMA's. 

The  meeting  was  attended  by  about  150  people  and  included  rep- 
resentatives of  the  National  Rural  Electric  Cooperative  Association 
and  the  American  Public  Power  Association.  In  fact,  Glen  English 
and  Alan  Richardson  were  the  primary  presenters  at  the  meeting. 

Prior  to  this  meeting,  these  groups  had  expressed  absolute  oppo- 
sition to  any  type  of  privatization.  Imagine  my  surprise  then  when 
I  heard  Richardson  and  English  recommend  switching  strategies  to 
offer  to  buy  the  PMA's  for  $2.6  billion,  a  fraction  of  their  market 
value.  Fortunately,  this  plan  was  rejected  by  Congress. 

The  reason  for  this  dramatic  switch  in  strategies,  however,  was 
even  more  surprising.  One  participant,  in  explaining  the  urgency  of 
making  a  quick  purchase,  suggested  that  a  sale  could  put  an  end 
to  the  free  power  that  the  PMA  customers  received.  Free  power 
was  their  phrase,  not  mine. 

The  amount  of  the  free  power  and  its  source  were  revealed  in  a 
study  presented  at  that  meeting.  Irrigation  projects,  which  have 
never  been  built,  are  the  source  of  the  free  power,  and  the  group 
was  told  that  a  sale  could  end  that  giveaway. 

The  study  conducted  by  the  PMA  customers,  which  revealed  and 
quantified  this  source  of  free  power,  is  a  part  of  the  written  mate- 
rial which  I  am  submitting.  At  first  I  found  the  statement  unbeliev- 
able, but  after  further  investigation  I  found  out  it  was  true  now 
that  this  abuse  has  been  revealed  and  confirmed  by  the  GAG. 

The  PMA  customers  are  trying  to  put  a  new  spin  on  it.  They  say 
that  since  the  irrigation  projects  weren't  built  they  should  have 
this  free  power.  They  also  say  they  pay  the  government  on  time 
and  with  interest.  That  is  also  not  true.  Numerous  studies  and  au- 
dits say  otherwise  and  point  to  the  PMA's  as  being  a  raid  on  the 
Federal  Treasury. 

While  water  projects  intended  as  a  part  of  the  Federal  Power 
Program  go  unfunded,  hundreds  of  towns  continue  to  suffer  be- 
cause of  floods  and  lack  of  water  for  irrigation,  municipal,  and  in- 
dustrial uses.  The  revenue  lost  in  this  free  power  giveaway  would 
have  been  enough  to  complete  many  of  those  projects. 
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The  PMA  program  was  intended  to  help  develop  and  sustain 
rural  areas.  Yet  today,  many  PMA  customers,  the  recipients  of  that 
free  power,  are  shopping  malls,  country  clubs,  and  posh  resorts.  If 
it  were  not  for  my  accidental  attendance  at  this  meeting,  this  abuse 
of  free  power  might  never  have  been  exposed. 

The  preference  power  customers  might  have  been  successful  in 
purchasing  the  PMA's  at  a  price  that  would  have,  in  effect,  contin- 
ued this  free  power  forever.  In  fact,  that  was  their  strategy.  That 
was  what  they  said.  I  am  submitting  a  copy  of  my  written  notes 
of  the  meeting  which  confirm  that  this  was  their  strategy. 

The  existence  of  free  power  has  been  obscured  in  archaic  ac- 
counting standards  and  a  campaign  of  misinformation  by  pref- 
erence power  customers.  In  fact,  the  financial  records  of  WAP  A, 
which  are  supposed  to  keep  Congress  and  the  U.S.  taxpayers  in- 
formed, make  no  mention  of  this  free  power.  In  spite  of  notice  given 
by  auditors  year  in  and  year  out,  nothing  has  changed  in  WAPA's 
accounting  practices  or  rate  treatment. 

The  PMA  customers  claim  that  they  pay  their  own  way  and  that 
they  are  entitled  to  perpetual  Federal  power.  Their  own  studies 
and  their  own  comments  prove  otherwise.  The  PMA  customers  are 
concerned  about  losing  their  subsidies,  and  they  are  especially  con- 
cerned about  losing  their  free  power. 

You  only  need  to  look  at  the  record  to  see  that  the  Federal  Treas- 
ury is  losing  millions  of  dollars  per  year.  Water  projects  go  un- 
funded, and  consequently  rural  and  industrial  development  is  sac- 
rificed so  that  current  PMA  customers  do  not  have  to  pay  their  true 
share  of  costs. 

Thanks  to  the  General  Accounting  Office  and  a  misplaced  invita- 
tion, the  truth  is  out.  And  the  truth  is  taxpayers  are  being  de- 
frauded while  water  projects  go  unfunded.  I  hope  you  are  as  aston- 
ished as  I  was.  Thank  you  and  I  will  be  happy  to  answer  your 
questions. 

[Statement  of  Mr.  Uggerud  may  be  found  at  end  of  hearing.] 

Mr.  DOOLITTLE.  Thank  you.  Mr.  Driver,  you  are  recognized  for 
your  testimony. 

STATEMENT  OF  BRUCE  C.  DRIVER,  SPECIAL  COUNSEL,  LAND 
AND  WATER  FUND  OF  THE  ROCKIES 

Mr.  Driver.  Thank  you,  Mr.  Chairman.  Good  morning,  Mr. 
Chairman,  as  well  as  members  of  the  Subcommittee.  I  am  Bruce 
Driver.  Today  I  am  speaking  for  the  Land  and  Water  Fund  of  the 
Rockies,  Midwest  Office  of  the  Izaak  Walton  League  of  America, 
the  Natural  Resources  Defense  Council,  and,  finally,  the  National 
Wildlife  Federation. 

I  have  two  topics  to  cover  in  my  time  with  you  today.  First,  I  will 
talk  a  little  bit  about  the  Pick-Sloan  Missouri  Basin  Project  cost  al- 
location issue.  Then  I  want  to  spend  a  couple  of  minutes  on  a  basic 
response  to  the  Otter  Tail  Power  Company's  proposal  to  privatize 
the  Eastern  Division  of  the  Pick-Sloan  Missouri  Basin  Project. 

With  regard  to  the  cost  allocation  issue,  in  the  time  that  we  had 
to  prepare  my  testimony,  we  were  unable  to  come  up  with  a  basic 
position  with  regard  to  whether  Congress  ought  or  ought  not  to  re- 
allocate the  costs.  However,  we  are  concerned  that  should  Congress 
decide  to  reallocate  costs  that  the  dollars  somehow  will  be  hijacked 
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in  the  region  for  unsound  water  projects  like  the  original  Garrison 
Diversion  Project  instead  of  flowing  back  to  taxpayers  who  deserve 
that  money. 

Our  concerns  have  been  heightened  by  recent  reports  that  there 
is  going  to  be  another  run  at  some  of  these  unsound  water  projects 
soon.  In  that  regard,  as  I  spell  out  in  my  testimony,  the  National 
Wildlife  Federation  reports  that  a  Garrison  Conservancy  District 
proposal  dated  February  7,  1986,  asks  for  $800  million  in  Federal 
water  and  power  funds  to  "finance  irrigation  projects  to  build  what 
farmers  had  expected  from  the  Federal  Government  over  the  past 
51  years." 

The  proposal,  the  National  Wildlife  Federation  indicates,  re- 
quests even  more;  an  additional  $400  million  in  Federal  buy-out 
appropriations  from  Congress  for  a  total  of  $1.2  billion.  With  the 
Chair's  permission,  I  would  like  to  be  able  to  supplement  the  record 
with  some  additional  background  documentation  with  regard  to 
this  new  proposal  that  we  have  been  hearing  about. 

With  regard  to  the  Otter  Tail  Power  Company  proposal,  I  have 
taken  a  hard  look  at  it,  and  the  people  of  the  groups  that  I  am  rep- 
resenting today  don't  like  it  very  much.  In  short,  our  key  problem 
with  it  is  that  it  proposes  that  one  stakeholder  among  many  of  the 
Otter  Tail  Power  Company  take  the  lead  in  trying  to  privatize  the 
Eastern  Division  resources. 

That  means  that  Otter  Tail  would  be  in  a  position  to  go  out  and 
raise  the  rates  of  potential  competitors  of  Otter  Tail  over  the  next 
five  years.  That  is  a  little  bit  like  the  fox  in  the  henhouse  because 
Otter  Tail  is  beginning  to  have  to  compete  with  WAPA  preference 
power  utility  customers  right  now.  Within  a  few  short  years,  they 
may  actually  be  competing  on  a  retail  basis.  If  I  were  involved  in 
the  power  business  out  there,  I  would  love  to  have  the  opportunity 
to  raise  the  rates  of  my  competitors  over  the  next  five  years. 

Also,  the  Missouri  Basin  facilities  that  are  used  to  generate 
power  to  be  marketed  by  WAPA  right  now  are  actually  multiple- 
use  facilities.  They  provide  water  for  navigation.  They  provide 
water  for  fish.  They  provide  water  to  the  tribes.  There  are  lots  of 
key  stakeholders  who  need  to  be  involved  in  any  potential  privat- 
ization. 

It  doesn't  seem  right  to  us  that  one  electric  utility — only  one  of 
many  stakeholders  in  the  region — gets  to  take  the  lead  on  this  over 
the  next  five  years.  It  is  probably  better  that  privatization  be  done 
by  all  of  the  stakeholders  perhaps  in  a  forum  convened  by  the  key 
Federal  agencies. 

Finally,  there  are  a  lot  of  key  issues  that  the  Otter  Tail  Power 
Company  proposal  does  not  address  such  as  whether  Otter  Tail 
would  or  would  not  honor  WAPA's  integrated  resource  planning 
regulations,  its  rules  with  regard  to  contract  extension. 

All  the  Eastern  Division  contracts  expire  in  the  year  2000.  Is 
Otter  Tail  asking  for  authority  to  ignore  that  particular  regulation? 
I  can't  tell.  I  don't  know.  There  is  an  awful  lot  that  has  not  been 
spelled  out.  The  basic  fee  arrangement  is  also  pretty  high  too.  I  can 
see  that  the  red  light  is  on,  and  I  will  stop  now.  Thank  you. 

[Statement  of  Mr.  Driver  may  be  found  at  end  of  hearing.] 

Mr.  DOOLITTLE.  Thank  you.  Mr.  Uggerud,  you  are  the  Vice  Presi- 
dent for  Operations  of  Otter  Tail.  Tell  us  about  these  meters.  I 
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gather  you  make  your  money  off  the  sale  of  power,  so  it  must  be 
fairly  important  that  they  be  accurate.  Obviously,  if  they  are  inac- 
curate, that  could  either  be  to  your  advantage  or  disadvantage. 
What  is  your  experience  with  how  often  these  meters  are  calibrated 
or  should  be  calibrated? 

Mr.  Uggerud.  With  regard  to  revenue  meters,  it  is  our  require- 
ment that  on  meters  at  the  transfer  level,  at  the  bulk  power  level, 
which  these  are,  that  those  have  to  be  inspected  at  least  annually. 
And  I  would  agree  with  previous  comments  that  meters  can  be  re- 
cording either  high  or  low,  but  I  don't  believe  that  from  Otter  Tail 
Power  Company's  perspective  that  is  the  issue — the  possibility  that 
it  might  net  out.  The  issue  is  if  it  is  a  sound  business  practice  to 
do  so. 

Mr.  DOOLITTLE.  Are  you  required  by  your  public  utilities  commis- 
sion to  calibrate  them  every  year?  Is  that  simply  something  you  do 
on  your  own? 

Mr.  Uggerud.  That  is  something  that  we  do  on  our  own.  But  as 
a  general  practice,  many  of  our  business  practices  are  subject  to 
audit  and  review  by  the  Public  Service  Commissions.  And  though 
that  one  might  not  generate  particular  attention  each  and  every 
year,  I  can  assure  you  that  in  a  given  year  that  it  drew  attention 
that  we  would  attend  to  it. 

Mr.  DOOLITTLE.  OK.  But,  clearly,  it  is  a  sound  business  practice 
which  is  why  I  think  the  auditors  of  WAPA  asked  for  it  to  be  done. 
You  have  indicated  that  you  have  used  the  term  free  power  al- 
though you  didn't  invent  the  term.  The  term  was  invented  by  the 
public  power  people,  I  presume. 

By  the  way,  for  the  record,  I  want  to  note  that  PMA  customers 
were  invited  to  testify  today  but  were  unable  to  be  here.  So  we 
don't  have  the  direct  benefit  of  their  opinions  of  these  things.  You 
indicated  that  you  believe  WAPA  is  delivering  free  power,  and 
WAPA  has  testified  that  it  is  not,  that  it  is  acting  according  to  law. 
Why  do  you  believe  that  they  are  marketing  free  power? 

Mr.  Uggerud.  Well,  because  the  power  that  is  being  sold,  17  per- 
cent or  16  percent — that  range — of  the  costs  are  not  being  allocated 
to  the  product  that  is  being  sold.  So  by  their  own  admission  and 
by  the  PMA  customers  own  admission,  you  have  got  a  product  that 
is  being  sold,  and  roughly  16-17  percent  of  the  costs  are  not  being 
assigned  to  the  product.  So  a  portion  of  every  kilowatt  hour  that 
is  being  sold  has  got  a  free  component  in  it. 

Mr.  DOOLITTLE.  OK.  One  of  the  concerns  that  has  been  raised  is 
that  those  power  customers  that  would  be  affected  by  correcting 
the  current  misallocation  of  program  repajrment  obligations  are  the 
same  entities  that  have  been  affected  by  the  failure  to  complete  the 
proposed  water  projects.  From  your  experience  in  the  region,  is  this 
indeed  the  case? 

Mr.  Uggerud.  Well,  the  PMA  customers  have  tried  to  make  that 
a  big  part  of  their  argument,  but  that  is  far  from  the  truth.  As  was 
previously  indicated  in  the  previous  panel,  in  North  Dakota  80  per- 
cent of  the  customers  do  not  receive  Federal  preference  power.  Yet, 
North  Dakota  and  South  Dakota  were  two  of  the  states  where  the 
primary  irrigation  projects  were  intended  to  be. 

There  has  also  been  mention  that  these  projects  were  intended 
to  go  to  rural  customers  and  that  there  still  are  rural  benefits.  One 
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of  Otter  Tail's  big  points  in  this  issue,  Mr.  Chairman,  has  been  that 
there  is  no  entitlement  test  whatsoever  for  Federal  preference 
power. 

There  is  no  rural  test.  There  is  no  means  test.  There  is  no  enti- 
tlement test  of  any  kind.  Much  of  that  power — in  fact,  75  percent 
of  it  is  going  outside  of  the  states  of  North  Dakota  and  South  Da- 
kota to  downstream  states  that  receive  the  benefits  of  flood  controls 
and  the  navigation  and  the  recreation.  And  yet  the  states  where 
the  benefits  were  intended  to  be  irrigation  have  not  gotten  that. 

There  are  many  very  expensive  residential  complexes  that  are 
being  developed  that  get  free  power,  while  there  are  poor  people  in 
neighborhoods  right  next  door  that  do  not.  There  is  no  entitlement. 
There  is  no  means  test. 

Mr.  DOOLITTLE.  OK.  Thank  you.  Mr.  DeFazio  is  recognized. 

Mr.  DeFazio.  Thank  you,  Mr.  Chairman.  Mr.  Uggerud,  I  think 
part  of  what  is  going  on  here  is  clearly  you  represent  an  lOU,  and 
we  are  involved  in  the  age-old  battle  over  public  power,  public  pref- 
erence, and  the  perceived  benefits  and  that.  And  I  understand  that 
struggle,  and  that  is  fine. 

But,  I  guess  the  question,  having  heard  the  earlier  testimony — 
can  you  honestly  say  they  may  have  used  the  word  free  power,  but 
you  understand  that,  in  fact,  there  is  no  free  power  here.  The  ques- 
tion is  how  much  of  the  Federal  investment  to  recapture.  Isn't  that 
true?  I  mean,  there  is  no  free  power. 

Mr.  Uggerud.  I  think  that  I  prefer  the  term  free  power.  In  fact, 
they  said  things  at  the  meeting  like  this 

Mr.  DeFazio.  Well,  you  prefer  it,  but,  I  mean,  you  heard  the 
GAO  and  you  heard  my  questions  and  you  realize  that,  in  fact,  it 
isn't  that  this  power  coming  from  these  Federal  projects  is  unique 
in  any  way. 

It  is  given  to  WAPA  unlike  any  other  power  from  any  other  Fed- 
eral project  that  goes  to  any  other  PMA  so  your  problem  is  really 
with  PMA's  and  their  access  to  Federal  power  generally  and  all 
Federal  power  than  it  is  with  this  particular  project.  Because  you 
could  certainly  go  to  other  PMA's  and  other  projects  and  find  out 
that  they  are  not  totally  recapturing  the  cost  because  of  mandates 
put  on  them  by  Congress. 

Mr.  Uggerud.  Well,  15  percent  of  the  costs  are  not  being  as- 
signed. That  is  free  power.  They  called  it  a  steal.  You  can  put  the 
term  on  it  that  you  want. 

Mr.  DeFazio.  Sure.  Well,  I  am  a  little  concerned  by — again,  and 
I  don't  think  we  are  well  served  by  hyperbole  here.  On  page  nine 
of  your  testimony,  you  talk  about  criminal  implications.  Would  you 
care  to  elaborate  on  what  the  criminal  things  are  that  are  occur- 
ring here?  What  is  criminal  other  than  we  have  public  power? 

Mr.  Uggerud.  Well,  I  think  that  there  are  certain  regulations 
with  regard  to  what  groups  of  business  enterprises  can  get  together 
and  discuss.  And  certainly 

Mr.  DeFazio.  Do  you  have  any  allegations  of  improprieties,  viola- 
tions of  existing  Federal  laws?  If  so,  I  think  it  would  behoove  you 
and  your  counsel  to  provide  those  allegations  to  the  United  States 
Attorney  General. 

Mr.  Uggerud.  I  think  that  that  has  been  done. 
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Mr.  DeFazio.  OK.  Well,  we  will  look  forward  to  the  case.  You 
know,  on  page  five  of  your  testimony,  you  talk  about — I  am  really 
puzzled  there.  If  you  could  refer  to  that  at  the  top,  you  talk  about 
the  collapse  of  the  economy  in  1929. 

I  assume  you  are  referring  to  the  Insull  empire  and  some  other 
abuses  done  by  private  entities.  And  then  you  say  that  the  PMA's 
aren't  required  to  have  these  disclosures.  Well,  the  PMA's,  as  I  un- 
derstand it,  are  governed  by  Congress  since  they  are  Federal  enti- 
ties and  are  given  certain  requirements  by  the  Congress.  And  in 
the  Chairman's  wisdom  or  other  Members  of  Congress's  wisdom, 
we  can  expand  those  requirements. 

But  I  am  really  puzzled  as  to  what  the  relationship  between  the 
collapse  of  the  Insull  empire  and  the  abuses  of  the  private  sector 
that  occurred  and  brought  about  the  requirements  of  the  Security 
Exchange  Commission  and  others — how  that  relates  to  public 
power? 

Mr.  Uggerud.  Well,  I  think  we  have  heard  in  the  previous  panel 
that  you  had  recommendations  that  were  made  back  in  1993  with 
reports  promised  in  January  of  1995  that  have  not  been  forthcom- 
ing. It  seems  to  me  that  the  control 

Mr.  DeFazio.  Are  we  in  some  jeopardy  of  financial  collapse  or  de- 
frauding investors?  That  is  what  those  laws  were  written  to  do.  I 
mean 

Mr.  Uggerud.  We  are  defrauding  taxpayers. 

Mr.  DeFazio.  Well,  again,  it  is  within  the  authority  of  this  com- 
mittee to  change  the  repayment  requirements,  and  only  the  Con- 
gress and  the  President  can  do  that.  And,  we  are  airing  that  issue, 
and  we  can  certainly  decide  to  go  further  in  terms  of  repayment  re- 
quirements. 

Tell  me,  in  your  management,  have  you  assessed  $10  million  of 
efficiencies?  Basically,  other  than  your  jacking  up  the  rates,  how 
would  you  get  your  $10  million  fee?  WAPA  said  if  we  order  it,  they 
can  jack  up  the  rates  $100  million  and  repay  that  to  the  Federal 
Treasury. 

But,  are  we  getting  your  services  for  free?  Are  there  $10  million 
of  efficiencies  and  savings  out  there  that  you  would  get  for  us  and 
that  wouldn't  go  to  your  investors  because,  of  course,  part  of  all 
your  earnings  go  to  your  investors? 

Mr.  Uggerud.  Well,  first  of  all,  Mr.  DeFazio,  there  were  $100 
million  that  we  were  returning  to  the  Federal  Treasury. 

Mr.  DeFazio.  Right,  and  we  can  make  WAPA  do  that  by  making 
them  jack  up  the  rates.  OK.  So  what  do  we  get  for  the  $10  million 
and  how  do  you  pay  for  it? 

Mr.  Uggerud.  How  do  we  pay  for  the  $10  million?  The  $10  mil- 
lion would  be  recovered  as  a  part  of  the  basic  rate  structure,  and 
we  have  offered  more  than  to  just  manage  the  PMA's.  If  you  will 
take  a  detailed  look  at  the  proposal,  we  have  offered  to  study  in 
depth  all  of  the  PMA's,  to  take  a  look  at  what  the  customers  are, 
take  a  look  at  the  entitlements  and  the  means  test  issues,  and 
promise  a  thorough  and  detailed  report  to  Congress  at  the  end  of 
five  years. 

Mr.  DeFazio.  Totally  unbiased? 

Mr.  Uggerud.  Totally  unbiased. 

Mr.  DeFazio.  Totally  unbiased. 
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Mr.  Uggerud.  In  fact,  if  you  would  like  us  to  develop  the  outline 
of  the  requirements  and  have  some  independent  accounting  agency 
administer  the  test,  we  would  be  willing  to  do  that.  Nothing  had 
been  forthcoming  with  regard  to  changes  in  the  status  quo,  and  we 
thought  it  might  be  useful  in  this  discussion  if  Otter  Tail  would 
come  forward  with  a  straightforward  proposal,  which  doesn't  take 
a  rocket  scientist — the  rates  are  purely  amortized — the  remaining 
debt — ^the  30  years  at  eight  percent. 

That  is  how  we  get  the  rates.  That  is  not  jacking  the  rates  up. 
That  is  applying  sound  business  practices,  and  we  thought  it  might 
be  useful  for  the  discussion  for  someone  to  come  forward  with  an 
alternate  proposal. 

Mr.  DeFazio.  Well,  I  appreciate  your  public-spirited  gesture,  and 
we  will  certainly  give  it  all  due  consideration. 

Mr.  Uggerud.  Thank  you. 

Mr.  DeFazio.  I  think  the  Chairman  is  particularly  interested. 
Thank  you. 

Mr.  DOOLITTLE.  Mrs.  Chenoweth  is  recognized. 

Mrs.  Chenoweth.  Thank  you,  Mr.  Chairman.  I  just  have  a  cou- 
ple of  questions.  Mr.  Uggerud,  I  appreciate  your  testimony. 

Mr.  Uggerud.  Thank  you. 

Mrs.  Chenoweth.  And  I  appreciate  your  bringing  this  to  the  at- 
tention of  the  Congress,  and  I  think  it  is  certainly  a  worthy  prob- 
lem that  we  should  investigate  and  look  at.  Under  FERC  Section 
211  authority  reciprocity,  is  there  any  avenue  that  the  FERC  can 
govern  in  this  case  at  all? 

Mr.  Uggerud.  I  don't  believe  so.  In  fact,  I  think  that  Chair 
Mohler  has  perhaps  testified,  if  not  to  this  committee,  to  another 
committee  of  Congress.  I  have  seen  comments  from  Chair  Mohler 
where  she  has  said  that  really  the  Federal  Energy  Regulatory 
Commission  is  put  in  a  position  where  they  can  only  rubber  stamp 
the  rates  as  recommended  by  the  PMA  administrators.  And  I  think 
that  I  have  seen  some  things  myself  that  indicate  that  their  au- 
thority is  to  approve  the  rates  but  not  to  examine  them. 

Mrs.  Chenoweth.  I  see.  Mr.  Driver,  I  see  that  you  represent  not 
only  the  Izaak  Walton  League,  but  the  Natural  Resource  Defense 
Council  and  the  National  Wildlife  Federation.  What  is  the  National 
Wildlife  Federation's  stated  position  on  the  development  of  addi- 
tional irrigation  projects? 

Mr.  Driver.  To  be  candid,  I  don't  know  actually  what  its  stated 
position  is.  Its  interest  in  this  matter  is,  as  I  said  earlier,  to  pre- 
vent money  that  if  Congress  decides  to  reallocate  costs  to  power 
use,  that  money  ought  to  come  back  to  the  Federal  Treasury  and 
not  go  to  what  the  National  Wildlife  Federation  believes  are  un- 
sound water  projects. 

Mrs.  Chenoweth.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Doolittle.  Thank  you.  Mr.  Uggerud,  Congress  established 
a  complex  form  of  regulation  over  private  electric  utility  companies 
because  of  their  status  as  monopoly  service  providers.  And,  in  addi- 
tion, states  have  public  utility  commissions  that  oversee  the  private 
power  industry. 

You  have  looked  into  the  cost  allocation  problem,  and  you  have 
experience  with  the  private  power  sector.  In  your  experience,  would 
this  type  of  cost  allocation  problem  be  allowed  to  continue  for  this 
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long  under  FERC  and  the  local  PUC  regulations  that  we  have 
heard  discussed  here  relative  to  the  misallocation,  the  subject  of 
this  hearing? 

Mr.  Uggerud.  No,  it  would  not,  and  there  are  two  things  that 
would  prevent  it.  First  of  all,  the  commissions  would  prevent  it. 
Secondly,  our  company  would  have  gone  broke  and  gone  out  of 
business  long  ago  if  we  would  have  tried  to  do  it  that  way. 

Mr.  Shafer  indicated  that  the  full  costs  are  being  allocated  ac- 
cording to  the  law. 

A  couple  of  things  that  I  would  like  to  correct  with  regard  to  his 
answer  at  least  from  my  observation.  He  indicated  that  the  repay- 
ment schedule  is  resulting  in  an  on-time  repayment,  but  there  was 
also  testimony  and  comment  made  that  that  was  supposed  to  be  a 
50-year  period. 

Now,  the  Pick-Sloan  Project  is  47  years  old,  and  Mr.  Shafer's  tes- 
timony is  that  roughly  two-thirds  of  that  remains  unpaid  at  the 
end  of  47  years.  I  do  not  think  that  that  is  on  time  within  the  re- 
quirements of  the  Federal  Flood  Control  Act  of  1944. 

Further,  he  indicated  that  the  weighted  average  interest  rate  at 
the  end  of  1995  was  roughly  six  percent.  But  Otter  Tail's  calcula- 
tions show  that  over  the  47  years  of  that  project  that  the  interest 
rate  actually  returned  to  the  Federal  Grovernment  has  been  1.6  per- 
cent. 

So  I  suggest  that  our  commissions  would  have  been  deeply  con- 
cerned about  that  practice.  I  think  our  outside  auditors  would  have 
been  deeply  concerned  about  that.  I  think  our  board  of  directors 
would  have  been  concerned  about  it,  and  I  don't  think  our  company 
would  still  be  in  business  today  if  that  is  how  we  had  operated. 

Mr.  DOOLITTLE.  So  is  it  your  belief  that  no  private  company  could 
ever  operate  in  this  fashion? 

Mr.  Uggerud.  Absolutely.  And  I  think  that  in  the  Flood  Control 
Act  of  1944  there  were  concerns  about  how  this  would  be  operated. 
I  think  there  is  a  paragraph  in  the  authorizing  legislation  that  says 
that  sound  business  practices  should  be  used  to  recover  the  repay- 
ments on  time  and  with  appropriate  interest. 

Mr.  DOOLITTLE.  Mr.  Driver,  you  have  been  familiar  with  this 
problem.  What  do  we  do?  What  is  your  idea  of  how  to  address  this 
misallocation  problem? 

Mr.  Driver.  You  mean  with  regard  to  the  cost  reallocation? 

Mr.  DOOLITTLE.  Yes,  sir.  Or  did  you  consider  that  to  be  a  prob- 
lem? 

Mr.  Driver.  I  have  to  be  careful  here  because  I  am  actually 
speaking  for  four  different  groups,  and  we  have  not  come  up  with 
a  unified  position  with  regard  to  what  to  do  with  this  issue.  But 
I  can  state  the  following:  it  is  an  important  issue.  Congress  ought 
to  be  considering  it,  and  at  least  one  of  the  groups  that  I  speak  for 
I  think  would  tend  to  favor  Congress  actually  changing  the 
power — the  cost  allocation  rules  in  order  to  allow  the  Federal 
Treasury  to  recoup  funds  that  are  not  now  being  recouped. 

Mr.  DOOLITTLE.  Well,  which  group  would  that  be? 

Mr.  Driver.  Well,  that  would — I  want  to  be  careful  here  too  be- 
cause I  am  not  exactly  sure  what  their  position  is,  but  the  National 
Wildlife  Federation  has  always  believed  that  it  is  inappropriate 
policy  for  the  taxpayer  to  be  overtly  subsidizing  power,  and  that 
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taxpayers  may  indeed  be  entitled  to  a  little  bit  more  revenue  from 
power  users. 

Mr.  DOOLITTLE.  OK.  Well,  I  think  this  has  been  a  useful  hearing. 
It  is  one  of  three  that  we  will  be  having  on  this  general  subject 
matter.  I  would  like  to  thank  our  witnesses  on  this  panel  for  the 
trouble  you  have  gone  to  to  be  here.  We  will  have  some  other  ques- 
tions no  doubt  to  ask  you  as  well,  and  would  ask  you  to  please  re- 
spond in  a  timely  fashion  when  that  happens.  With  that,  the  hear- 
ing is  adjourned. 

[Whereupon,  at  11:40  a.m.,  the  Subcommittee  was  adjourned; 
and  the  following  was  submitted  for  the  record:] 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

Thank  you  for  the  opportunity  to  discuss  the  results  of  our  work  on  the  Department 
of  Energy's  (DOE)  power  marketing  administrations.   Our  focus  today  is  on  the 
requirements  under  the  Pick-Sloan  Program  for  the  Western  Area  Power  Administration 
(Western)  to  repay  the  federal  investment  in  the  program's  hydropower  facilities.  At  your 
request,  we  re\iewed  the  effect  of  policies  imder  which  repayment  of  a  portion  of  the 
federal  investment  is  deferred.   Specifically,  we  are  presenting  information  on  (1)  the 
amount  of  this  investment  that  may  not  be  recovered  under  the  current  repayment  criteria 
and  (2)  potential  actions  for  recovering  the  investment. 

You  also  asked  us  to  report  on  two  related  issues  concerning  the  maintenance  of 
federal  hydropower  facilities  at  the  Department  of  Energy's  Southeastern  Power 
Administration  and  the  accounting  and  ratemaking  practices  of  the  power  marketing 
administrations.   We  will  be  reporting  on  these  issues  separately  over  the  coming  several 
months. 

In  summary,  Mr.  Chairman,  our  principal  points  about  the  Pick-Sloan  Program  are  as 
follows: 

-    Under  the  current  repayment  criteria,  approximately  $454  million  of  the  federal 
investment  in  the  Pick-Sloan  Program's  hydropower  facilities  and  water  storage 
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reservoirs  is  unrecoverable  because  a  portion  of  these  completed  facilities  were 
intended  for  use  with  irrigation  facilities  that  have  not  been  completed  and  are  no 
longer  considered  feasible.   In  addition,  as  the  overall  federal  investment  in  the 
other  aspects  of  the  completed  hydropower  facilities  increases  because  of 
changes  such  as  renovations  and  replacements,  the  amount  of  the  federal 
investment  that  is  uru-ecoverable  will  increase. 

Changing  the  terms  of  repayment  to  recover  any  of  the  $454  investment  would 
require  congressional  action.   Consistent  with  pre\ious  congressional  action 
concerning  the  program,  the  Congress  could  direct  Western  to  recover  the 
investment  through  power  revenues  and  to  take  action  to  minimize  any  impact  on 
power  rates.   Estimating  the  potential  impact  on  the  rates  of  recovering  the 
investment  through  power  revenues  is  speculative  and  could  vary  significantly 
depending  on.  among  other  things,  the  terms  of  repayment  and  the  amount 
Western  passes  on  to  its  customers.   Assuming  that  Western  passes  the  entire 
amount  on  to  its  power  customers,  the  wholesale  power  rate  could  increase  by  as 
much  as  14.6  percent.   Recognizing  that  the  program  incorporates  agreements 
reached  decades  ago,  any  changes  between  the  program's  power  and  irrigation 
purposes  may  also  necessitate  reviewing  other  aspects  of  the  agreements- 
specifically,  the  agreements  involving  areas  that  accepted  permanent  flooding 
from  dams  in  anticipation  of  the  construction  of  irrigation  projects  that  are  now 
not  likely  to  be  constructed. 
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BACKGROUN-P 

The  Pick-Sloan  Missouri  Basin  Program  was  authorized  by  the  Flood  Control  Act  of 
1944  as  a  comprehensive  plan  to  manage  the  water  and  hydropower  resources  of  the 
Missouri  River  Basin.'  The  act  was  a  combination  of  two  plans:  (1)  the  Sloan  Plan, 
developed  by  the  Department  of  the  Interior's  Bureau  of  Reclamation  (Bureau)  and 
designed  primarily  to  irrigate  lands  in  the  Upper  Missouri  River  Basin  and  (2)  the  Pick 
Plan,  developed  by  the  Department  of  the  Army's  Corps  of  Engineers  (Corps)  and 
designed  primarily  to  control  floods  and  pro\ide  for  navigation  on  the  Lower  Missouri 
River  Basin. 

The  program  encompasses  an  extensive  network  of  multipurpose  projects  that 
provide  for,  among  other  things,  flood  control,  navigation,  irrigation,  municipal  and 
industrial  water  supply,  and  power  generation.   (Fig.  1  shows  the  location  of  the 
program's  hydropower  generating  facilities  and  the  overall  program  area.)  To  accomplish 
these  multiple  purposes,  the  plan  required  compromise  among  the  program's  participants. 
For  example,  in  exchange  for  having  their  land  permanently  flooded  by  dams  to  produce 
such  beneflts  as  electricity  and  flood  control,  some  participants  anticipated  the 
construction  of  irrigation  projects.   The  program  is  administered  by  three  federal 
agencies:  (1)  the  Bureau,  which  operates  seven  multipurpose  projects  and  is  responsible 


'The  Pick-Sloan  Missouri  Basin  Program  encompasses  those  parts  of  Colorado,  Iowa, 
Kansas,  Minnesota,  Missouri,  Montana,  Nebraska,  North  Dakota,  South  Dakota,  and 
Wyoming  from  which  water  drains  into  the  Missouri  River. 
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for  the  water  supply  functions  of  the  program's  projects,  (2)  the  Corps,  which  operates 
six  multipurpose  projects  and  administers  the  flood  control  and  na\igation  aspects  of  the 
program's  projects,  and  (3)  Western,  which  markets  the  hydropower  generated  at  the 
program's  generating  facilities  and  constructs,  operates,  and  maintains  the  program's 
power  transmission  system.' 


^Our  report  Federal  Hectric  Power    OperaUng  and  Financial  Status  of  DOE's  Power 
Marketing  Administrations  (GAO/RCED/AIMD-9C-9FS,  Oct.  13,  1995)  provides  additional 
information  on  Western  and  the  other  power  marketing  administrations. 
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Figure  1:   Missouri  River  Basin.  Showing  Location  of  Pick-Sloan  Program  Hvdropower 
Generating  Facilities 


A      •  Power  Oinantmg  f  act«> 


Source:   GAO's  illustration  based  on  iiiformation  from  the  Bureau  and  Western. 
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The  federal  investment  in  the  Pick-Sloan  Program  has  nonreimbursable  and 
reimbursable  components.   The  nonreimbursable  component  consists  of  the  capital  costs 
of  constructing,  among  other  things,  the  program's  flood  control  and  navigation  facilities. 
The  reimbursable  component  cor^ists  of  the  capital  costs  of  constructing  the  program's 
power  generation  and  transmission,  irrigation,  and  municipal  and  industrial  water  supply 
facilities.   The  reimbursable  federal  investment  is  further  divided  into  investments  repaid 
with  interest  (for  power  facilities  and  muiucipal  and  industrial  water  supply  facilities)  and 
investments  repaid  without  interest  (for  irrigation  facilities).^  Irrigation  fees,  power 
revenues,  and  other  revenues  are  used  to  repay  the  federal  investment  in  constructing 
irrigation  facilities.   Irrigation  fees  repay  the  portion  of  the  investment  in  irrigation 
facilities  that  the  Secretar>'  of  the  Interior  determines  to  be  within  the  irrigators'  ability  to 
pay.   In  general,  power  revenues  are  used  to  recoup  both  power  costs  and  that  portion  of 
the  investment  determined  to  exceed  the  irrigators'  ability  to  pay.^ 


*rhe  portion  of  the  federal  investment  in  an  irrigation  facility  in  the  Pick-Sloan  Program 
that  is  repaid  through  power  revenues  is  generally  repaid,  without  interest,  within  50 
years  of  the  facility  s  being  placed  in  service  following  a  "development  period,"  where 
applicable,  of  up  to  10  years.   The  federal  investment  in  a  power  facility  is  generally 
repaid,  with  interest,  within  50  years  of  the  facility's  being  placed  in  service. 

^Repayment  of  the  capital  costs  expended  for  the  cor\struction  of  irrigation  facilities 
through  power  revenues  is  referred  to  as  irrigation  assistance.   About  $643  million  of  the 
costs  of  irrigation  construction  in  the  Pick-Sloan  Program  had  been  incurred  and  were 
scheduled  to  be  repaid  through  power  revenues  as  of  September  30,  1994-the  most  recent 
data  available  at  the  time  of  our  analysis.   In  addition,  completion  of  future  irrigation 
facilities  could  result  in  the  expenditure  of  over  $5  billion  in  additional  irrigation 
assistance,  according  to  Western's  repayment  information. 
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The  Pick-Sloan  Program  accounted  for  about  33  percent  of  the  operating  revenues 
generated  during  fiscal  year  1994  by  the  14  separate  programs  from  which  Western 
markets  and  transmits  power.   In  annual  revenues  from  the  sale  and  transmission  of 
electric  power,  Pick-Sloan  is  Western's  second  largest  program.  The  total  federal 
investment  in  the  program  as  of  September  30,  1994,  was  about  $4.5  billion.  About  $2.6 
billion  of  the  federal  investment  in  the  program  is  reimbursable  through  power  revenues, 
and  about  $898  million  of  that  amount  had  been  repaid  through  September  30,  1994. 

I\FE.\SIBILm-  OF  SOME  IRRIGATION  PRQ.JECTS 
MAKES  REPAYMENT  OF  SOME  COSTS  UNLIKELY 

Because  certain  of  the  Pick-Sloan  Program's  irrigation  facilities  will  not  be 
completed  as  planned,  a  portion  of  the  federal  investment  is  unrecoverable.    As  originally 
authorized  in  1944.  portions  of  the  program's  power  facilities  and  water  storage  reservoirs 
were  intended  for  use  with  irrigation  facilities.     The  federal  investment  for  these  portions 
was  thus  considered  an  investment  in  irrigation,  and  repayment  was  to  be  made  without 
interest  and  deferred  until  the  irrigation  facilities  were  completed.   As  a  result  of  this 
deferral,  power  customers  would  not  be  obliged  to  repay  the  investment  in  facilities  that 
were  ultimately  intended  for  irrigation. 

Under  the  original  plan,  about  33  percent  of  the  program's  generating  capacity  was 
to  be  used  to  irrigate  about  5.3  million  acres.   As  the  program  progressed,  only  about  15 
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percent  of  the  program's  power  capacity  would  be  needed  for  irrigation  because  the 
acreage  planned  for  irrigation  was  reduced  to  about  3.2  million  acres.'  As  of  September 
30,  1994,  the  federal  investment  in  power  facilities  was  $286  million,  or  about  15  percent 
of  the  approximately  $1.9  billion  total  for  that  purpose.  In  addition,  a  portion  of  the 
program's  water  storage  reservoirs  were  intended  for  use  with  existing  and  planned 
irrigation  facilities.   As  of  September  30.  1994,  the  capital  cost  associated  with  this  portion 
of  the  resenoirs  totaled  about  $224  million.   Although  the  program's  power  facilities  and 
storage  resenoirs  have  been  largely  completed  as  planned,  most  of  the  planned  irrigation 
facilities  have  not  been  constructed.   As  of  September  30,  1994,  only  about  25  percent  of 
the  acreage  planned  for  irrigation  had  been  developed. 

Some  of  the  program's  power  facilities  and  reservoirs  are  now  being  used  in 
corvjiinction  with  those  irrigation  facilities  that  have  been  completed.'  As  a  result,  the 
associated  federal  investment  is  now  scheduled  for  repa>'ment.   Power  facilities 
representing  about  $7  million  of  the  federal  investment  are  now  being  used  to  provide 
irrigation  pumping  service  to  about  212.000  acres,  and  water  storage  reservoirs 
representing  about  $49  million  of  the  federal  investment  are  now  being  used  to  provide 


^ot  all  irrigation  facilities  require  the  use  of  pumping  equipment  or  water  storage 
reservoirs.   Because  of  their  proximity  to  the  Missouri  River  or  its  tributaries,  some 
irrigation  facilities  can  operate  without  using  pumping  equipment  or  relying  on  the 
program's  reservoirs.   Depending  on  their  location,  other  facilities  may  require  the  use  of 
pumping  equipment  and/or  water  from  the  program's  reservoirs. 

'^proximately  772,000  acres  have  been  developed,  requiring  about  14  megawatts  in 
generating  capacity.   In  addition,  according  to  Western  officials,  approximately  7 
megawatts  of  generating  capacity  are  available  to  Native  American  tribes  for  irrigation. 
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irrigation  water  to  about  182,000  acres.   These  investments  are  scheduled  for  repayment 
between  2042  and  2047,  according  to  Bureau  officials.  These  officials  also  stated  that  the 
remaining  portions  of  the  program's  power  facilities  and  reservoirs,  which  are  intended 
for  use  with  future  irrigation  facilities,  are  currently  used  to  generate  electricity  for  sale  to 
power  customers. 

The  Bureau  now  considers  all  but  one  of  the  program's  incomplete  irrigation 
faciUties  to  be  infeasible  and  believes  that  these  projects  will  likely  not  be  constructed.^ 
According  to  Bureau  officials,  the  costs  of  developing  the  remaining  acreage  planned  for 
irrigation  outweigh  the  benefits  that  would  accrue  from  irrigating  that  acreage.   They  said 
that  although  their  conclusions  are  based  on  preliminary  estimates,  a  more  expensive  and 
time-consuming  analysis  would  probably  not  change  their  conclusions.   As  a  result,  the 
remaining  federal  investment-$454  million-is  deferred. 

In  addition,  the  amount  of  the  federal  investment  that  is  considered  unrecoverable 
will  increase  over  time.   As  mentioned  earlier,  the  portion  of  the  power  faciUties  planned 
for  use  with  irrigation  faciUties  represents  about  15  percent  of  the  program's  overall 
power  capacity.   As  the  overaU  federal  investment  in  power  increases,  the  amount  of  the 
investment  associated  with  irrigation  increases  correspondingly.   For  example,  while  the 
total  federal  investment  in  power  faciUties  increased  from  about  $1.6  bilUon  at  the  end  of 


'According  to  Bureau  officials,  the  portion  of  the  Glendo  irrigation  unit  located  in 
Wyoming  is  largely  complete  and  may  be  used  when  certain  emironmental  issues  are 
resolved. 
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fiscal  year  1987  to  about  $1.9  billion  at  the  end  of  fiscal  year  1994,  the  corresponding  15- 
percent  portion  of  this  investment  that  was  associated  with  irrigation  increased  from 
about  $249  million  to  about  $286  million. 

CONGRESSIONAL  ACTION  WOULD  BE 
NEEDED  TO  RKCO\TR  COSTS 

Legislation  currently  precludes  reallocation  of  the  investment  by  the  Bureau  and 
Western  from  one  purpose  of  the  program  to  another  without  congressional  authorization. 
The  DOE  Organization  Act  of  1977  precludes  revision  by  the  Bureau  of  the  cost 
allocations  and  project  evaluation  standards  without  prior  congressional  approval.   The 
Water  Resources  Development  Act  of  1986  directed  that  the  program  proceed  to  its 
ultimate  development   According  to  Western  officials,  these  acts  preclude  changes  in  the 
program's  repayment  criteria. 

The  Congress  reallocated  a  portion  of  the  federal  investment  in  power  facilities  and 
storage  reservoirs  intended  for  irrigation  when  it  passed  the  Garrison  Diversion  Unit 
Reformulation  Act  of  1986.   The  act  implemented  recommendations  in  the  Garrison 
Diversion  Unit  Comn\ission's  Final  Report,  submitted  to  the  Congress  and  to  the  Secretary 
of  the  Interior  on  December  20,  1984.   The  Commission  was  created  by  the  Congress  to 
review  North  Dakota's  needs  for  water  development  and  to  propose  modification  to  the 
Garrison  Diversion  Unit.   Among  other  things,  the  act  terminated  the  development  of 
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about  876,000  of  the  acreage  plaimed  for  irrigation  under  the  program.   Also  as  a  result  of 
the  act,  Western  scheduled  repayment  of  the  existing  federal  investment  in  the  power 
facilities  and  storage  reservoirs  intended  for  use  in  irrigating  this  acreage.  Thus,  about 
$147  million  in  federal  investment  was  reallocated  for  recovery  through  power  revenues. 
The  act  directed  that  Western  (1)  attempt  to  minimize  any  rate  increase  and  (2)  phase  in 
any  such  increase  over  a  10-year  period.   According  to  Western  officials,  because  the 
investment  is  to  be  repaid  over  50  years,  the  power  rate  was  not  appreciably  affected  by 
this  reallocation  of  the  federal  investment. 

The  impact  of  recovering  the  $454  million  investment  through  power  revenues  could 
var>'  significantly  depending  on  many  factors,  including  the  amount  Western  passes  on  to 
its  power  customers.   Consistent  with  the  way  investments  in  power  are  typically  repaid 
(within  50  years  and  with  interestj,  recovering  the  full  amount  through  power  revenues 
could  result  in  an  increase  in  Western's  wholesale  power  rate  of  as  much  as  14.6  percent, 
according  to  Western's  calculations.*    Western  officials  said  the  following  about  this 
scenario: 

-    The  potential  rate  increase  of  14.6  percent  assumes  that  the  entire  amount  of  the 
increased  financial  requirement  would  be  passed  through  to  existing  power 


*In  preparing  the  estimate,  Western  officials  assumed  a  composite  4-percent  interest  rate. 
The  wholesale  power  rate  could  thus  increase  by  0.212  cents  per  kilowatt  hour,  a  14.6 
percent  increase  over  the  1.454  cents  per  kilowatt  hour  rate  in  effect  as  of  September  30, 
1994.  This  potential  effect  on  the  rate  includes  the  annual  principal  payment  to  recover 
the  $454  million  and  an  annual  interest  payment. 
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customers,  without  any  offsetting  reductions  in  the  operating  expenses  of 
Western,  the  Corps,  or  the  Bureau  (any  offsetting  reductions  could  lessen  the 
need  for  a  rate  increase).   Western  officials  noted  that  such  expenses  could 
decrease  as  a  result  of  Western's  ongoing  restructuring  efforts. 

Since  Pick-Sloan's  power  customers  purchase  power  wholesale  and  resell  it  to 
retail  customers,  it  is  difficult  to  estimate  accurately  to  what  extent,  if  any,  the 
retail  customers  would  be  affected  by  a  rate  increase  at  the  wholesale  level. 

Changes  in  the  terms  of  repayment,  such  as  phasing  in  a  rate  increase  as  was 
done  in  19S6,  would  lessen  the  effect  of  the  increase. 

The  estimated  rate  increase  assumes  repayment  of  the  $454  million  through 
power  revenues  without  an  overall  assessment  of  the  program.   Any  general 
assessment  of  the  program  could  lead  to  changes  in  the  current  cost  allocations 
and  rates. 

Factors  outside  of  Western's  control,  such  as  the  amount  of  water  available  for 
power  generation,  could  affect  any  potential  impact  on  the  rates. 

The  amount  of  the  federal  investment  in  storage  reservoirs  that  would  be 
redirected  for  repayment  through  power  revenues  is  uncertain  because  some  of 
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this  investment  could  be  assigned  to  other  program  purposes,  thereby  lessening 
any  effect  on  the  rates. 

The  Department  of  the  Interior's  Inspector  General  reported  in  1993  on  the 
uiu-ecoverable  federal  investment  in  the  Pick-Sloan  Program  attributable  to  infeasible 
irrigation  projects*  Recogruzing  that  the  mjyority  of  the  program's  irrigation  facilities 
were  infeasible  and  thus  would  likely  never  be  completed,  the  report  was  critical  of  the 
Bureau's  continuing  assumption  that  the  project  would  ultimately  be  developed  as 
planned.    The  Lispector  General  recommended,  among  other  things,  that  the  Bureau 
request  that  the  Congress  deauthorize-that  is.  terminate  from  the  program-the  infeasible 
acreage  and  reallocate  the  federal  investment  in  the  associated  irrigation  facilities  for 
repayment  through  power  revenues. 

The  Bureau  concurred  with  the  Inspector  General's  recommendations  and  agreed  to 
a  target  date  of  Februar>  1995  for  submitting  information  to  the  Congress  in  response  to 
these  recommendations.   The  Bureau  pro\1ded  us  with  a  draft  copy  of  the  list  of  the 
irrfeasible  irrigation  facilities  that  it  developed  in  response  to  the  Inspector  General's 
report,  but  as  of  April  18,  1996,  the  Bureau  had  not  yet  submitted  this  ii\formation  to  the 
Congress.'"  According  to  Bureau  officials,  the  Bureau  is  continuing  to  analyze  the 


*Audit  Report  on  the  Pick-Sloan  Missouri  Basin  Program  Cost  Allocation.  Bureau  of 
Reclamation.  Department  of  the  Interior,  Office  of  Inspector  General,  W-IN-BOR-007-92, 
Sept.  30,  1993. 

'"The  iirformation  in  app.  I\'  is  taken  from  the  Bureau's  draft  list. 
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potential  alternatives  for  recovering  the  portion  of  the  federal  investment  that  is  currently 
unrecoverable.   For  example,  the  Bureau  is  assessing  the  impact  of  reallocating  the 
investment  on  the  basis  of  the  current  use  of  the  program's  facilities  rather  than  on  the 
program's  planned  long-term  development. 

The  Inspector  General's  1993  report  also  identified  another  impact  of  recovering  the 
$454  million  through  power  revenues.   Based  on  1992  data,  the  Inspector  General 
calculated,  using  a  7.25  percent  interest  rate,  that  carrying  the  unrecoverable  federal 
investment  as  an  in\  estment  in  irrigation  facilities  results  in  an  interest  cost  to  the 
Treasury  of  about  $30  million  aimually  because  the  investment  is  carried  without  interest 
Repaying  the  unrecoverable  federal  investment  through  power  revenues  would  necessitate 
an  annual  interest  charge.   Western  officials  noted  that  such  an  interest  payment  would 
likely  be  less  than  that  calculated  by  the  Inspector  General  because  Western  would 
expect  to  use  a  lower  interest  rate  (likely  4  percent)  that  is  based  on  the  weighted 
average  of  the  interest  rates  associated  with  the  program's  outstanding  debt. 


We  provided  a  draft  of  this  statement  to  and  discussed  its  contents  with  the  Bureau's 
Regional  Director  of  the  Great  Plains  Region;  the  Bureau's  Washington  Director,  Policy 
and  Elxtemal  Affairs;  Western's  Acting  Area  Manager  for  the  Pick-Sloan  Program;  and  the 
Deputy  Assistant  Admirustrator  from  the  Department  of  EInergy's  Power  Marketing  Liaison 
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Office.   They  clarified  several  points  about  the  estimate  of  the  potential  impact  on  the 
power  rate  of  recovering  a  portion  of  the  federal  investment  through  power  revenues. 
These  officials  also  suggested  several  technical  revisions  to  our  statement,  which  we 
incorporated  as  ^propriate.   We  conducted  our  review  between  December  1995  and  April 
1996  in  accordance  with  generally  accepted  government  auditing  standards. 

This  concludes  our  prepared  statement.   It  also  concludes  our  work  on  this  issue. 
Appendix  I  shows  the  operating  characteristics  of  the  Pick-Sloan  Program's  hydropower 
generating  facibties;  appendix  II  shows  the  allocation  of  the  reimbursable  and 
nonreimbursable  federal  investment  among  the  program's  purposes,  appendix  III  shows 
the  status  of  the  federal  investment  reimbursable  through  pow-er  revenues,  appendix  IV 
shows  the  status  of  the  program's  irrigation  facilities.   We  uill  be  glad  to  answer  any 
questions  you  may  have. 
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OPERATING  CHARACTERISTICS  OF  HYDROPOWER  GENERATING  FACILITIES 
IN  THE  PICK-SLOAN  PROGRAM.  AS  OF  SEPTEMBER  30.  1994 


Operating  agency 

Facility* 

Number  of 

generating 

units 

Nameplate 
capacity  (IMW)' 

Fiscal  year  of 

initial 

operation 

Eastern  Division"'                                                                                                                           | 

Bureau 

Canyon  Ferry 

3 

60 

1954  j 

Bureau 

Yellowtair" 

4 

288 

1966  1 

Corps 

Big  Bend 

8 

538 

1965 

Corps 

Fort  Peck 

5 

218 

1943 

Corps 

Fort  Randall 

8 

387 

1954 

Corps 

Garrison 

5 

546 

1956 

Corps 

Gavins  Point 

3 

122 

1956 

Corps 

Oahe 

7 

786 

1962 

Subtotal 

43 

2,945 

Western  Division' 

Bureau 

Boysen 

2 

15 

1952 

Bureau 

Fremont  Canyon 

2 

66 

1961 

Bureau 

Glendo 

2 

38 

1959 

Bureau 

Kortes 

3 

36 

1950 

Bureau 

Pilot  Butte 

2 

2 

1925 

Subtotal 

11 

157 

Total 

54 

3.102 

*Not  shown  here  are  the  generating  facilities  of  the  Bureau's  Colorado-Big  Thompson,  Kendrick, 
Shoshone,  and  North  Platte  projects,  which  have  been  integrated  with  Pick-Sloan's  Western 
Division  for  marketing  and  operating  purposes. 

^he  nameplate  capacity  refers  to  the  full-load,  continuous  rating  under  specified  conditions, 
usually  indicated  on  a  plate  attached  physically  to  the  equipment.  Because  stream  flow  largely 
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dictates  the  amount  of  water  available  for  generation,  the  average  megawatts  available  for  power 
generation  from  a  hydropower  generating  facility  may  be  well  below  the  nameplate  capacity. 
These  numbers  are  rounded  to  the  nearest  megawatt  (MW).  A  megawatt  is  1  million  watts. 

'For  operational  purposes,  the  Pick-Sloan  Program  is  divided  into  two  divisions.  The  Eastem 
Division  markets  power  from  eight  hydropower  generating  facilities.  The  Western  Division,  which 
was  operationally  and  contractually  integrated  in  1 989  with  Western's  Fryingpan-Arkansas  project, 
markets  power  from  five  hydropower  generating  facilities.  For  financial  reporting,  the  Fryingpan- 
Arkansas  project  and  Pick-Sloan's  Western  Division  are  separate.  The  power  rates  and  financial 
statements  for  the  Pick-Sloan  Program  reflect  the  costs  and  repayment  requirements  for  both  the 
Eastem  and  Western  Divisions. 

"The  Eastern  and  Western  Divisions  each  market  a  portion  of  the  power  generated  at  the 
Yellowtail  Dam  in  Montana. 
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ALI.OCATION  OF  REIMBURSABLE  AND  NONREIMBRUSABLE  FEDERAL 
INVESTMENT  BY  PROGRAM  PURPOSE.  AS  OF  SEPTEMBER  30.  1994 

Dollars  in  thousands 


\  Program  purpose 

Federal  investment   | 

[]  Reimbursable  investment                                                                                                            I 

Ij     Power 

$1,870,236*  1 

Irrigation 

1,497,969* 

Municipal  and  industrial  water  supply 

256.396 

Subtotal 

3.624,603 

I  Nonreimbursable  investment                                                                                                  | 

1     Flood  control  and  navigation 

529,839 

Recreation 

70.158 

Fish  and  wildlife 

80.298 

Highway  improvement 

13.388 

Safety  of  dams 

29.263 

Cultural  resources 

1.297 

Other 

115.647 

Subtotal 

833.890 

Total 

$4,458,493 

This  anrK>unt  differs  from  the  corresponding  figure  shown  in  app.  III.  Western  and  Bureau 
officials  attribute  the  differences  between  the  figures  to  variations  in  ttie  manner  in  which  the 
agencies  report  interest  during  construction  and  construction  work  in  progress. 

This  amount  reflects  the  cumulative  federal  investment  in  constructing  irrigation  facilities.  As 
shown  in  appendix  III,  the  portion  of  these  costs  that  is  currently  scheduled  by  Western  for 
recovery  through  power  revenues  is  $643  million. 

Source:  Based  on  information  provided  by  the  Bureau. 
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STATUS  OF  FEDERAI.  INVESTMENT  REIMBURSABLE  THROUGH  POWER 


REVENUES.  AS  OF  SEPTEMBER  30.  1994 


Dollars  in  thousands 


Reimbursable  federal 
Investment 

Amount 

Power 

$1. 936.000* 

Nonpower  (Irrigation  assistance) 

643,000" 

Total  reimbursable  Investment 

2,579,000 

Investment  repaid 

898.000 

Unpaid  investment 

$1,681,000 

This  amount  differs  from  the  corresponding  figures  shown  in  app.  II.  Western  and  Bureau 
officials  attribute  the  differences  between  the  figures  to  variations  in  the  manner  in  which  the 
agencies  report  interest  during  construction  and  construction  work  in  progress. 

This  amount  is  the  portion  of  the  overall  federal  investment  in  irrigation  facilities  that  is 
recoverable  through  power  revenues. 

Source:  Based  on  Western's  1994  Annual  Report.  Statistical  Appendix. 
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STATUS  OF  IRRIGATION  PROJECTS  IN  THE  PICK-SLOAN  PROGRAM- 
AS  OF  SEPTEMBER  30.  1994 


The  following  four  tables  provide  information  on  the  status  of  the  Pick-Sloan 
Program's  existing,  planned,  and  reauthorized  irrigation  facilities  as  provided  by  the 
Bureau  in  its  draft  list.   Table  IV.l  summarizes  all  these  facilities.   Tables  rV.2,  IV.3, 
and  I\'.4  provide  details  on  existing,  planned,  zind  reauthorized  units,  respectively. 
The  benefit-cost  ratios  that  appear  in  these  tables  reflect  the  Bureau's  calculation  of 
the  feasibility  of  developing  the  irrigation  facilities.   The  ratio  for  an  individual 
facility  results  from  dividing  the  benefits  expected  to  be  derived  firom  developing  a 
facility  by  the  expected  cost  of  constructing  and  operating  that  facility.   The  Biireau 
considers  a  ratio  exceeding  1.0  to  indicate  feasibility  and  a  ratio  of  less  than  1.0  to 
reflect  infeasibility.   We  did  not  assess  the  accuracy  of  the  information  in  the  tables 
or  in  the  notes,  which  were  also  provided  by  the  Bureau. 

Table  IV.l:    Summary  of  Irrigation  Facilities 


Status  ot 

lacility 

Number  o( 
imgation 
facilities 

Acres  to  be 
fully  irrigated' 

Acres  to  be 
partially 
irrigated' 

Capacity 
(kW) 

Irngation-related 
power  investment 

Imgation-related 

reservoii 

investment 

Total  imgation. 

relatec 

investment 

IPIanned 

95 

838.400 

243.629 

122.269 

$84,210,328 

$74,894,665 

$159,104,993 

iReaulhonzed 

9 

940,840 

263,100 

281,331 

194.361.079 

100,321.296 

$294,682,375 

Subtotal 

104 

1.779,240 

S06.729 

403.600 

$278,571,407 

$175,215,961 

$453,787,368 

Existing 

30 

623.800 

148,171 

14,423 

7.301.915 

49,101.827 

$56,403,742 

Total 

134 

2,403,040 

654,900 

418,023 

$285,873,322 

$224,317,788 

$510,191,110 

'Fully  imgated  acres  are  those  irrigated  using  only  federal  imgation  water 

'Partially  imgated  acres  are  those  irrigated  using  federal  water  to  supplement  other  sources. 
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Table  IV.2:   Existing  Irrigation  Facilities 


APPENDIX  IV 


Existing  facility 

State 

Year  unii 

was  placed 

in  service 

Fully 

irrigated 

acres' 

Partially 
irrigateo 
acres' 

Capacity 

(kW) 

Irrigation' 

relateo 

power 

investment 

Imgation- 
relatec 
storage 

rasenroif 

investmeni 

Banaftt- 

cost  ratio  foi 

irrigation  anc 

date  of  analysis 

St.  Francis  (Armel)' 

CO 

1951 

6.000 

1.988 

$1,369,195 

0.55.  Jan.  1967 

Mcnena 

<s 

1967 

5.400 

1.02.  Dec.1 962 

Cedar  Bluff 

<s 

1963 

6.200 

1.82.  Oct  1961 

Blen  Elder 

<s 

1970 

21.000 

1.26.  Aug.195{ 

Kirw'in' 

KS 

1957 

1 1 .500 

0.90.  Jun    1952 

Webster 

<s 

1960 

8.500 

2.00.  Dec.  196C 

Crow  Greek' 

VtT 

1955 

5.000 

2.000 

1.377,460 

S86,682 

1.96.  Aug.  1950 

East  Bench 

WT 

1965 

21.800 

28.000 

222.992 

1.47.  Mar  1956 

Helena  Valley 

VIT 

1959 

14.100 

3,500 

184,823 

1.50.  Dec.  1956 

.ower  Manas 

VIT 

1979 

127.000 

3.435 

1.80.  July  1971 

Savage 

\A1 

1950 

2.200 

386 

202,000 

N/A' 

Dickinson 

MD 

1954 

400 

1.20.  Oct.  1947 

Fort  Clark 

MD 

1954 

1.900 

485 

334,034 

171,133 

1.10.  May  1949 

Heart  Butte 

hJD 

1952 

6.700 

1.601 

1.102,657 

f4/A 

Ainsworth 

HE 

1965 

34.000 

160 

110,197 

2.34,  Jan.  1964 

Fanwell 

ME 

1966 

52.500 

600 

413.238 

2.03,  Sep.  1955 

Frencfiman- 

Cambndge 

ME 

1952 

54.700 

9,600 

1.92.  Oct  1961 

Blende 

ME 

1958 

23,500 

1.40.  Dec.  1952 

Sargent 

ME 

1957 

13.700 

1.67.  Mar.  1952 

Bostwick 

ME/KS 

1953 

86.200 

640 

440,787 

46.436,600 

2  01.  Dec.  1951 

Angostura 

SD 

1953 

12,100 

1.22.  Apr.  1956 

Belle  Fourche' 

SD 

1914 

Rapid  Valley 

SD 

1946 

6.900 

1.66.  Dec  1952 

Sfiadehlll 

SD 

1976 

9.000 

1.23.  Jan.  1964 

Keyfiole 

SDAVY 

1976 

57.200 

1.06.  Oct.  1949 

Glendo 

WY 

1956 

4.371 

N/A 

Nanover-Bluft 

WY 

1957 

7,000 

2.002 

1 .378,837 

1.379,854 

1.44.  Nov.  1953 

Owl  Creek 

WY 

1957 

13.100 

1.126 

775.510 

417,743 

1.04,  Jun.  1950 

RIverton 

WY 

1925 

64.300 

i^orth  Loup 

ME 

1989 

52.600 

1.30.  Feb   1971 

Total 

623,800 

148,171 

14,423 

$7,301,915 

$49,101,827 

'Fully  irrigated  acres  are  those  irrigated  using  only  federal  irhgation  water. 

'Partially  irngated  acres  are  those  irrigated  using  federal  water  to  supplement  other  sources. 
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'In  1967.  the  benefit-cost  ratio  for  this  facility  (0.5S)  indicated  that  the  irrigation  development  was  infeasible,  and  ttie 
imgation  storage  in  the  Bonny  Resenroir  was  sold  to  the  state  of  Colorado  for  recreation  purposes.  The  project 
was  authonzed  for  completion  on  the  basis  of  all  of  its  benefHs. 

"The  Reclamation  Projects  Act  deauthonzed  funding  for  irrigation  at  Cedar  Bluff  because  of  a  lack  of  water.  The 
imgation  district  was  relieved  of  its  obligation,  and  the  state  of  Kansas  paid  the  costs  of  irrigation  storage  on  a 
discounted  present-value  basis.  The  available  water  is  used  by  the  state  tor  recreation,  fish  and  wildlife,  and 
supplemental  municipal  water  supply. 

The  Ki-v.'in  Ui^  De'"i''e  Pla"  Rerr-  (Ju-^e  1952^  showed  a  beie'it-cost  rati?  c'  C.9    Correspcdence  i- 
September  1952  from  the  Acting  Commissioner  and  the  Regional  Director,  Lower  Missouri  Region,  requested  that 
intangible  (indirect)  benefits  be  included  in  the  justification.   Subsequent  correspondence  from  the  Regional  Director 
provided  the  requested  benefits  that  were  included  lo  justify  the  construction. 

the  facility  IS  part  ot  the  Three  Forks  Division,  which  has  a  total  pumping  demand  of  3,199  kilowatts. 

*N/A  =  not  applicable 

"Since  Boysen  storage  is  designated  for  water  service,  imgation  assistance  reflects  the  currently  unassigned 
storage  costs  for  the  reservoir 

This  facility  has  been  integrated  as  pari  of  the  Bureau's  Rehabilitation  and  Betterment  Program. 
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Table  IV.3:   Planned  Irrigation  Facilities 


APPENDIX  IV 


Planned  facility 

State 

Year  facility 
was  placed 
in  sen/ice' 

Acres  to  be 

fully 

irrigated' 

Acres  to  be 
partially 
Irrigated' 

Capacity 
(kW) 

Irngation- 

related 

powei 

investmeni 

Irngation' 

related 

resenroii 

investmeni 

IrrigAtiOf 

benefit-cosi 

latia 

f^orth  Republican 

CO/NE 

2,400 

2,700 

0.18 

Wilson 

<S 

25.000 

0.10 

Uzada 

MT 

9.000 

0.10 

Battlefield 

WT 

1.200 

94 

$64,741 

S2.603.800 

0.05 

Benteen  Flat 

MT 

1.600 

3.473.300 

0.07 

Bonar.z^ 

l.'.T 

ec: 

58 

39,946 

72.056 

0.33 

Bmsti 

MT 

1,000 

70 

48^11 

90,070 

0.46 

Cameron  Bench 

VIT 

4.000 

3.100 

0.07 

Chestnut  Valley 

^T 

4  600 

0.05 

Clarkston 

MT 

1.000 

134 

92,290 

0.09 

Cracker  Box 

*^T 

1.600 

106 

73.005 

0.07 

Crow 

VIT 

1.200 

69 

47,522 

2.603,800 

0.05 

Diamond  Ranch 

VIT 

900 

81,063 

0.39 

Dunmore 

\JIJ 

11.400 

24.740,800 

o.ie 

Elm  Coulee 

WIT 

2.000 

445 

306.485 

0.18 

=armer  Creek 

MT 

1.600 

187 

128,793 

144.112 

0.39 

Qallatin 

MT 

59.100 

3.064 

2.110.269 

0.7» 

Glasgow  Bench 

'/T 

59.400 

15.300 

10,537.569 

5.350,158 

0.37 

Haley 

MT 

2.400 

703 

484.177 

0.19 

iardin" 

MT 

42.600 

1,000 

13.300 

9.160.109 

0.06 

HardscrabDie 

MT 

2.20C 

273 

188.023 

198.154 

0.41 

iobson  Unit 

MT 

6.000 

0.02 

Huntley  extension' 

MT 

1,800 

52 

35,814 

0.03 

(•tterton 

MT 

47,400 

15,200 

0.06 

.•wistown 

MT 

4.000 

0.07 

Madison 

MT 

12.600 

13.600 

o.oe 

Marsh 

MT 

2.800 

716 

493.131 

0.03 

Medicine  Lake  North 

MT 

14.700 

7.440 

5,124.151 

1,324.029 

0.13 

Medicine  Lake  South 

MT 

24.700 

10.130 

6,976.835 

2,224  729 

0.15 

M»soun  Diversion 

MT 

92,800 

28.720 

19.780.326 

8.358.496 

0.17 

■a-Bar-N 

MT 

7,200 

739 

508,971 

648,504 

0,22 

'Mwlan 

MT 

3,900 

0.03 

^ckwsll 

MT 

2.800 

245 

168,739 

252,196 

0.29 

^ohie 

MT 

1,700 

242 

166.673 

153.119 

0.34 

=»oek  Creek 

MT 

1.000 

200 

0.08 

Ross  Fork 

MT 

3.000 

0.08 
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Saco  Divide 

WT 

3.400 

1.800 

1.239.714 

0.10 

Sevan  Mile-Sittmg 

Bull 

\AJ 

6.500 

941 

648.095 

0.08 

Savan  Sistars 

WT 

3.200 

1,462 

1.006.923 

0.13 

Shoastnng 

\^T 

1.200 

109 

75.072 

108.084 

057 

Shotgun 

(privalaly  davalopad) 

MT 

Sidney 

\AT 

1.000 

266 

183.202 

012 

StpaK 

WT 

2.900 

1.211 

834.052 

0.12 

Sun-Teton 

WT 

53,200 

3.700 

1.422 

979.374 

0.01 

Wast  Bench 

WT 

6.700 

0.12 

Whitenaii 

VIT 

6.700 

3.900 

0.07 

Wyola 

WT 

3.600 

7.816.100 

0.09 

Yellow  Biutt 

VIT 

1.300 

118 

81.270 

117,091 

0.35 

Bismarck 

MD 

8.500 

514 

354.007 

765.595 

0.11 

Broncho 

MD 

15.400 

0.08 

Burnt  Creek 

MD 

1.300 

64 

44.079 

117,091 

0.12 

Hancock  Flats 

MO 

5.400 

1502 

827.853 

486,378 

0.12 

Horsehead  Flats  Unit 

MD 

6.500 

1.494 

1,028,963 

585,455 

0.07 

Manley  Unit 

MD 

1.200 

47 

32,370 

108.084 

051 

'Wesson  Unit 

MD 

7.400 

591 

407,039 

666,518 

0.38 

Oliver-Sanger  Unit 

MD 

8.300 

2.109 

1 ,452,532 

747,581 

0.14 

Painted  Woods  Unit 

MD 

2.800 

601 

413,927 

252.196 

0.11 

Square  Butte  Unit 

MD 

1.900 

94 

64,741 

171.133 

0.09 

Williston  Unit 

MD 

8500 

1.689 

1.163.265 

765.595 

0.33 

Winona  Unit 

MD 

4.500 

686 

472.469 

405,315 

0.08 

Wogansport  Unit 

MD 

1.600 

172 

118.462 

144.112 

0.09 

AIDion  Division 

ME 

16.900 

1.900 

364 

250.698 

0.05 

Cedars  Rapids 
Division 

ME 

29.800 

97 

66.807 

0.05 

.ittle  Blue  Unit 

ME 

20.000 

0.03 

Mirage  Flats 
Extension 

ME 

5,900 

0.04 

Belle  Fourche 

SD 

5.000 

290 

199.732 

0.06 

Crazy  Horse 

SO 

500 

32 

22.039 

45.035 

0.11 

Culdesac 

so 

5.400 

1.848 

1.272.773 

486,378 

0.08 

^ort  Thompson 

50 

7.500 

1.841 

1.267.952 

675.525 

0.19 

Qrass  Rope 

SO 

4.300 

1.366 

940.805 

387,301 

0.09 

Greenwood 

50 

4.900 

472 

325.081 

441.343 

0.18 

Iron  Nation 

SD 

1.700 

503 

346.431 

153.119 

0.06 

Joe  Creek 

SD 

4,400 

1.649 

1,135.716 

396.308 

0.08 

^Roche 

SD 

1.800 

551 

379.490 

162.126 

0.03 

24 


54 


APPENDIX  IV 


APPENDIX  IV 


Pine  Ridge 

SD 

12,700 

1.695 

1,167,397 

0.02 

Rousseau 

SD 

2,200 

566 

389,821 

198.154 

Oj06 

rower 

SD 

2.00, 

100 

68,873 

180,140 

029 

rankton 

SD 

1.100 

58 

39,946 

99,077 

0j05 

Edgemont 

SDWY 

4.700 

0X12 

Bighorn 

m 

1.700 

426 

293,399 

374,054 

0.15 

Boysen' 

WY 

OJOD 

Buffalo 

WY 

3.000 

7.100 

0.09 

Crazy  Woman 

WY 

5,700 

6.400 

280 

192,644 

0.10 

=rench  Creek 

WY 

800 

2.500 

0j07 

Glendo' 

WV 

9.729 

1,417.865 

1.75 

Sreybull  Flat 

WY 

1.000 

343 

236,234 

211281 

0.17 

Hudson  Bench 

WY 

5.70C 

513.399 

0.16 

Kaycee 

WY 

23.100 

5,600 

2.529 

1.741.798 

ox» 

LiOle  Wind 

WY 

34,000 

^M 

Lower  Powder 

WY 

58.500 

4.290 

2.954.652 

023 

Piney 

WY 

4.000 

16.000 

56 

38.569 

021 

Shendan 

WY 

36.100 

020 

Shoshoni 

WY 

16.600 

2.210 

1.522.093 

3.578.846 

031 

Tongue  Pumping 

WY 

26.100 

1.800 

1^39.714 

0.12 

Ucross 

WY 

2.800 

7,100 

224 

154.276 

0.04 

Total 

•38.400 

243,629 

122,269 

84,210,328 

$74,894,665 

The  ort-line  date  is  indetermir\ate  pending  a  finding  of  feasibility  and  reautfK>rization  or,  in  the  case  of  r8auttK>rized 
but  suspended  facilities,  a  determination  of  the  facility's  status  or  the  disposition  of  the  facility's  construction 
■ppropnations. 

'Fully  irrigated  acres  are  tfiose  irrigaied  using  only  federal  irrigation  water. 

*Partially  irrigated  acres  are  tftose  irrigated  using  federal  water  to  supplement  otfter  sources. 

'Under  tfie  latest  plan,  the  facility  would  use  a  hydraulic  turbine  from  the  Yellowtail  Dam  instsad  of  electric  pumps 
for  irrigation  pumping. 

'Unit  2  is  infeasible. 

'Since  Boysen  storage  is  designated  for  water  service,  the  irrigalion  assistance  reflects  the  currently  unassigned 
storage  costs  tor  the  reservoir. 

'Storage  assignment  for  unsold  water  out  of  Glendo.  The  sale  of  Glendo  water  is  being  impeded  by  uniesofved 
environmental  concerns. 
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APPENDIX  IV 

Table  IV.4:   Reauthorized  Irrigation  Facilities 


APPENDIX  IV 


Reauthorized  facility* 

State 

Year 

facility 

was 

placed  in 

service' 

Acres  to 

be  fully 

irrigated 

Acres  to  be 
partially 

imgated' 

Capacity 

(kW) 

Irrigation- 

related  power 

investmeni 

Irrigation' 

related 

r««arvoit 

investmeni 

Benefit-cos 

analyais  and  data 

of  analysis' 

Pollock-Herried' 

SD 

15,000 

6.060 

$4,173,704 

$1,351,050 

1.70,  Jan.  196( 

Garr.son  Diversion" 

115.7-;;^ 

72.298 

50.753.288 

20,357,702 

0.70.  1992 

Lake  Andes-Wagner* 

SD 

45.000 

23.900 

16,460,647 

4,053,150 

9.56  81  1.02.  1986 

Shoshone  Extension 

WY 

36,600 

37,300 

522 

200.660 

2.08.  June  1067 

Narrows 

CO 

225800 

1  62.  Jan   1967 

Kanopolis' 

KS 

1 6,500 

29,774.084 

1.50,  D«C.  1071 

Mebraska-Mid  State 

NE 

140,000 

16.800 

11.570.664 

1.40.  Jan  196C 

O'Neill 

NE 

77,000 

4,515 

3.109.616 

1 .53,  Apr.  1071 

Oahe 

SD 

495.000 

157,236 

108,293,150 

44,584,650 

1.70,  Jan.  106! 

|toui 

940,640 

2S3.100 

281,331 

$194,361,069 

$100,321,206 

These  facilities  were  individually  reaulhonzed  by  acts  of  Congress. 

The  date  a  facility  will  be  placed  m  service  is  indeterminate  pending  a  fir\ding  of  feasibility  and  reauthorization  or,  in 
V\e  case  of  reauthonzed  but  suspended  facilities,  a  determination  of  the  facility's  status  or  the  disposition  of  the 
facility's  construction  appropriations 

'FuWy  irngated  acres  are  those  imgated  using  only  federal  irngation  water. 

"Partially  imgated  acres  are  those  imgated  using  federal  water  to  supplement  other  sources. 

'Applying  the  current  benefit-cost  methodology  and  new  economic  parameters  would  render  the  raauttrarizad  units 
infeasible  today    The  benefit-cosl  ratios  for  the  reauthonzed  facilities  shown  in  table  IV  4  were  calculated  using 
previous  benefit-cost  methodologies.  These  methodologies  resulted  m  ratios  that  tended  to  be  higher  than  those 
calculated  using  current  methodologies  because  the  previous  methodologies  (1)  counted  specialty  crops,  which  are 
more  lucrative  as  a  benefit;  (2)  used  histonc  prices,  which  are  higher  in  real  terms  ttuin  the  current  or>es;  and  (3) 
irKorporated  both  direct  and  indirect  benefits  wnile  current  methodologies  use  only  direct  benefits  (indirect  benefits 
have  a  high  multiplier  of  1.7  or  1.8).   In  the  early  1070s,  the  Water  Resource  Council  (established  under  the  Water 
Resources  Planning  Act  of  1965)  recommended  the  use  of  a  benefit-cost  methodology  that  would  have  resulted  in 
ratios  indicating  tnteasibility  had  it  been  applied  to  the  Pick-Stoan  reauthonzed  irngation  facilities.   Specifically,  the 
new  mettiodology  (l)  used  only  direct  benefits;  (2)  used  more  recent  phces  based  on  U.S.  Department  of 
Agnculture  estimates;  (3)  excluded  specialty  crops;  (4)  incorporated  recent,  higher  interest  rates  (7  or  8  percent 
now  versus  the  2  or  3  percent  used  duhng  the  1950$  and  1060s);  and  (5)  discounted  for  inflation.  These  new 
*pnnciples  and  standards'  became  effective  in  1979.  They  were  replaced  by  less  hgid  'principles  and  guidelines' 
(which  allowed  some  exceptions:  for  example,  the  inclusion  of  specialty  crops  as  benefits).  The  Bureau  has  not 
reassessed  ttie  benefit-cost  ratios  for  tt>e  reauthorized  facilities  because  some  federal  investment  in  irrigation 
equipment  has  already  occurred  at  these  facilities  (the  amounts  invested  are  shown  in  ttie  notes  for  the  individual 
reautttorized  units)  and  because  ttie  Congress  specifically  decided  to  reauthorize  ttie  facilities.  This  investmeht  in 
these  irrigation  facilities  requires  a  careful  consideration  of  the  decision  to  terminate  or  proceed  and  tlte  manner  in 
which  these  sunk  costs  will  be  handled. 
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APPENDIX  IV  APPENDIX  IV 

*The  appropriation  was  deauthorized  by  P.L.  100-516.  which  authorized  the  Mini-WiconI  Rural  Water  Supply  Project. 
No  studies  were  conducted  to  determine  the  tacility's  teasibility.  but  local  interests  suggested  deauthorizing  the 
irrigation  development  as  a  trade-off  for  developing  a  rural  domestic  water  supply  and  distribution  system  to  aerve 
the  needs  of  the  Native  American  and  non-Native  American  populations  in  the  area.  The  power  allocation  tor  the 
facility  was  made  available  tor  the  municipal  and  industrial  system,  and  funding  for  irrigation  was  deauthorized.  The 
irrigation  facility  was  to  remain  as  a  planned  facility  of  the  Pick-Sloan  Program.  Approximately  $1.1  million  in 
federal  investment  in  irrigalioft-relatad  equipment  has  been  expended  on  this  facilily  as  of  September  30, 1994. 
This  investment  is  currently  categorized  as  construction-wort(-in-progress. 

•The  acreage  for  the  Garrison  Diversion  Unit  was  reduced  from  1.000.007  acres  to  130.940  acres  by  P.L.  99-294 
and  to  115,740  acres  by  P.L  102-575.  At  the  time  of  the  reformulaton  in  1986.  it  was  recognized  that  the  reduced 
scope  of  the  project  would  result  in  economic  infeasibility  because  of  ttie  loss  of  economies  of  scale  artd  other 
factors.   The  reformulation  was  a  compromise.   Subsequent  to  the  reallocation  of  the  protects  costs,  it  was 
determined  that  the  project  was  also  financially  inleasible  because  the  annual  operation  and  maintenance  costs 
exceeoed  the  irrigators  ability  to  pay.   A  team  appointed  by  the  Secretary  of  the  Interior  recommendeo  a  hall  Ic 
further  development  of  the  project  Approximately  SI  32.9  million  in  federal  investment  in  irrigation-related 
equipment  had  been  expended  on  this  facility  as  of  September  30.  1994.  This  investment  is  currently  categorized 
•s  construction-work-in-progress. 

'The  facHity  was  reauthorized  by  the  Lake-Andes/Marty  II  Unit  Act  of  1992  (P.L  102-575).  The  benefit-cost  ratio  for 
this  unit  was  based  on  post-1979  methodologies.   The  Bureau  employed  'customized  procedures'  in  calculating  the 
ratio  that  allowed  the  consideration  of  a  specialty  crop  (potatoes)  as  a  benefit.   The  Planning  Report/Draft 
Environmental  Impact  Statement  (1965)  included  a  benefit-cost  ratio,  using  strict  principles  and  guidelines 
standards,  of  0.56.   Under  the  customized  procedures  that  irKluded  specialty  crops,  livestock  intensification,  and 
alternative  price  normalization,  the  benefit-cost  was  calculated  at  1.02.  On  this  basis,  the  Congress  reauthorized 
the  project. 

'Approximately  $3.7  million  in  federal  investment  in  imgation-related  equipment  has  t>een  expended  on  this  taciMy 
as  of  September  30.  1994.  This  investment  is  currently  categorized  as  construction-worfc-in-pfograss. 

"Suspended;  the  assigned  cost  is  for  a  Corps  reservoir. 

'Approximately  $3.0  million  in  federal  investment  in  irrigation-related  equipment  ttad  been  expended  on  this  tadWy 
as  of  September  30.  1994.  This  investment  is  currently  categorized  as  construction-work-ir)-progress. 

'Approximately  S7.1  million  in  federal  investment  in  irrigation-related  equipment  had  been  expended  on  this  facility 
as  of  September  30.  1994.  This  investment  is  currently  categorized  as  construction-work-irvprogress. 

Source:  Based  on  intotmation  from  the  Bureau  of  Reclamation,  Great  Plains  Region.  Billings,  Montana. 
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Mr.  Chairman,  thank  you  for  inviting  me  to  testify  before  your 
subcommittee  today  on  the  Western  Area  Power  Administration's 

(Western's)  role  in  the  svibal location  of  Pick-Sloan  Missouri 
Basin  Program  power  investment,  from  the  Department  of  Energy's 

(DOE's)  perspective.   My  remarks  on  the  appliceible  authorities 
euid  methods  of  operation  of  the  Pick-Sloan  are  limited  to  DOE's 
interpretation  of  the  appropriate  authorities.   I  will  begin  by 
providing  the  Subcommittee  some  background  on  Western. 

Western  markets  and  transmits  Federally  produced  power  throughout 
a  1.3  mi 11 ion -square -mile  geographic  area  in  15  central  suid 
western  states  to  nearly  600  wholesale  customers.   Western 
operates  and  maintains  16,760  miles  of  transmission  line,  257 
substations,  and  other  associated  power  facilities.   Electric 
power  marketed  by  Western  is  generated  at  56  plants  operated 
primarily  by  the  Bureau  of  Reclamation  and  the  U.  S.  Army  Corps 
of  Engineers. 

The  Pick-Sloan  Missouri  Basin  Program  is  a  comprehensive  river 
basin  development  project  located  in  the  upper  basin  of  the 
Missouri  River.    Authorized  by  section  9  of  the  Flood  Control 
Act  of  1944,  Pick-Sloan  was  conceived  as  a  multi-state  project 
consisting  of  dams  on  the  Missouri  and  its  tributaries  as  well  as 
approximately  five  million  acres  of  irrigation  development.   The 
Pick-Sloan  was  authorized  by  Congress  as  an  ultimate  development 
project,  which  means  that  cost  allocations  and  suballocatipns  are 
based  on  conditions  expected  to  exist  at  the  time  that  future 
Pick-Sloan  construction  is  ultimately  completed. 

All  capital  investments  associated  with  Pick-Sloan  have  been 
allocated  by  tlie  Bureau  of  Reclamation  and  U.S.  Army  Corps  of 
Engineers  among  the  various  project  purposes:  navigation, 
irrigation,  power,  flood  control,  recreation,  municipal  and 
industrial  water,  and  fish  emd  wildlife.   Western  has  no 
authority  to  allocate  or  reallocate  these  costs.   Congress  has 
directed  that  Pick-Sloan  investments  allocated  to  flood  control, 
navigation,  fish  and  wildlife,  and  recreation  be  nonreimburseible. 
Unless  provided  otherwise  by  law,  power  investment  is  repaid  with 
interest  through  Western's  rates.   Transmission  investment  by 
Western  is  included  in  power  investment . 

Congress  recognized  that  project  beneficiaries  would  be  unable  to 
repay  the  total  Federal  investment  in  authorized  irrigation 
facilities.   As  a  result,  power  customers  are  to  repay  authorized 
irrigation  investment  that  is  deemed  by  the  Bureau  of  Reclamation 
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to  be  beyond  the  ability  of  irrigators  to  repay.   Pursuant  to 
law,  irrigation  assistance  does  not  bear  interest. 

A  unique  feature  of  Pick-Sloan  is  the  suballocation  of  investment 
allocated  to  power.  When  the  Pick-Sloaui  Program  was  authorized. 
Congress  envisioned  a  need  for  reservation  of  pumping  power 
associated  with  authorized  irrigation  projects  to  deliver  water 
to  farmers.   Power  investment  used  to  pump  irrigation  water  was 
to  be  repaid  without  interest  over  the  same  time  period  allowed 
for  repayment  of  the  benefitting  irrigation  facilities. 

Since  their  authorization  in  1944,  the  construction  of 
hydroelectric  power  plants  has  progressed  far  more  quickly  than 
construction  of  Pick-Sloeui  irrigation  features.   For  example,  it 
is  my  iindersteuiding  from  the  Bureau  of  Reclamation  that  the 
actual  Plck-Sloeui  hydropower  capacity  completed  is  more  than 
double  the  1944  estimate,  while  only  11  percent  of  originally 
pleumed  irrigation  acreage  has  been  completed.  Notwithstemding 
the  uneven  pace  of  development,  consistent  with  the  concept  of 
ultimate  development,  that  portion  of  the  power  investment 
eventually  envisioned  for  pumping  of  irrigation  water  continues 
to  be  suballocated  to  irrigation.   The  effect  of  this 
suballocation  is  that  15.8%  of  existing  power  investment  bears  no 
interest  euid  its  principal  will  not  be  repaid  until  the  same 
future  time  period  as  the  benefitting  irrigation  features. 
Delaying  repayment  of  the  suballocated  power  investment  makes 
today' s  power  rate  lower  than  it  would  otherwise  be .   Power 
associated  with  the  15 . 8%  suballocated  to  irrigation  is  not  given 
away  for  "free" .   It  is  sold  at  the  current  firm  power  rate  for 
Pick-Sloan  power. 

The  suballocation  of  power  investment  to  irrigation  was  an 
integral  component  in  the  original  authorization  of  the  Pick- 
Sloam  Missouri  Basin  Program  in  the  Flood  Control  Act  of  1944 . 
Congress  has  on  several  occasions  confirmed  the  ultimate 
development  approach  in  repayment,  most  recently  in  section  1122 
of  the  Water  Resources  Development  Act  of  1986.   I  am  advised  by 
legal  counsel  that  action  by  Congress  is  necessary  to  alter  the 
ultimate  development  approach  taken  by  Western  for  the  Pick-Sloan 
Missouri  Basin  Program.   Therefore,  neither  Western  nor  the 
generating  agencies  have  the  authority  to  modify  the 
suballocation  approach  administratively: 

The  suballocation  of  power  investment  has  been  examined  in 
various  audit  reports  over  time.   Since  1968,  the  U.S.  General 
Accovmting  Office  and  the  Interior  Department's  Inspector  General 
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Office' have  reported  a  total  of  eight  times  regarding  Pick-Sloan 
cost  allocation  and  repayment.   These  reports  note  that  Congress 
would  need  to  authorize  a  departure  from  the  current 
subal location  practice. 

Mr.  Chairman,  this  concludes  my  remarks.   If  you  or  members  of 
the  Subcommittee  have  any  questions,  I  would  be  pleased  to  answer 
them. 
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Honorable  Patricia  J.  Beneke 

Assistant  Secretary  for  Water  and  Science 

Department  of  the  Interior 

before  the 

House  Subcommittee  on  Water  and  Power  Resources 
May  2,  1996 


Thank  you  for  the  invitation  to  appear  before  the  Subcommittee.    I  appreciate 
the  opportunity  to  discuss  the  status  of  irrigation  projects  authorized  as  part  of 
the  Pick-Sloan  Missouri  Basin  Program,  as  well  as  repayment  of  Pick-Sloan 
facilities. 

HISTORICAL  BACKGROUND 

To  begin,  I  would  like  to  provide  a  short  historical  background. 

The  Flood  Control  Act  of  1944  authorized  what  was  then  called  the  Missouri 
River  Basin  Project  as  a  comprehensive  plan  to  manage  the  water  and  power 
resources  of  the  Missouri  River  Basin.   In  1970.  the  Congress  changed  the 
project's  name  to  the  Pick-Sloan  Missouri  Basin  Program.   The  Program 
included  the  Pick  Plan,  developed  by  the  U.S.  Army  Corps  of  Engineers 
primarily  to  control  floods  in  the  Lower  Missouri  River  Basin,  and  the  Sloan 
plan,  developed  by  the  Bureau  of  Reclamation  primarily  to  irrigate  lands  in  the 
Upper  Missouri  Rivei'  Basin. 

The  Program  envisioned  a  comprehensive  system  of  flood  control,  navigatioo 
improvement,  irrigation,  municipal  and  industrial  water  supply,  and 
hydroelectric  power  generation  fiacilities  for  10  states  ~  Montana,  Wyoming, 
Colorado,  Kansas,  Nebraska,  North  Dakota,  South  Dakota,  Mituiesota,  Iowa 
and  Missouri.  As  planned,  Pick-Sloan  would  have  included  213  single  and 
multi-purpose  projects  providing  over  1 . 1  million  kilowatts  of  hydroelectric 
power  capacity,  and  irrigation  water  to  more  than  five  million  acres  of 
farmland,  among  other  features. 
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The  idea  for  the  program  was  conceived  at  a  time  whep  there  was  a  significant 
effort  underway  to  encourage  people  to  return  to  the  Great  Plains.    The 
population  had  declined  significantly  during  the  dust  bowl  era  of  the  1930's  and 
during  World  War  II  when  people  left  the  area  to  assist  in  the  war  effort. 
Also,  intermittent  years  of  flooding  along  the  Missouri  River  and  its  tributaries 
was  a  major  concern.    In  the  Spring  of  1943,  a  record  flood  on  the  Missouri 
River  caused  devastating  damage  from  South  Dakota  through  Missouri.    It  was 
thought  that  the  Pick-Sloan  program  would  provide  economic  stability  and 
hydropower  for  a  growing  nation  at  the  same  time  as  it  would  contribute 
important  flood  control,  navigation  and  irrigation  benefits. 

Three  Federal  agencies  are  involved  in  managing  the  Program  today.    The 
Army  Corps  of  Engineers  operates  six  multipurpose  projects  on  the  main  stem 
of  the  Missouri  River  along  with  a  number  of  smaller  projects  on  the 
tributaries.    The  Corps  administers  the  flood  control  and  navigation  aspects  of 
Program  projects.     Reclamation  has  a  large  number  of  multipurpose  projects 
primarily  on  the  tributaries  to  the  Missouri  River.    Both  Corps  and  Reclamation 
projects  provide  hydropower.    Reclamation  was  initially  given  the  responsibility 
of  operating  the  transmission  lines  and  hydropower  marketing,  but  when  the 
Department  of  Energy  was  formed  in  1977,  this  responsibility  was  transferred 
to  the  Western  Area  Power  Administration. 

The  original  authorization  was  based  on  plans  and  estimates  that  were  of  a 
preliminary  nature.    The  authorization  recognized  that  some  elements  would 
change  as  further  investigations  were  completed  and  the  plan  was  approved, 
"subject  to  such  modifications  and  changes  as  may  be  indicated,  from  time  to 
time,  as  the  plan  is  effectuated."    Indeed,  the  original  plan  overestimated 
irrigation  and  navigation  development  and  underestimated  hydropower  and 
recreation.   Following  enactment,  while  the  plans  were  being  refined,  new 
analytical  tools  for  economic,  financial,  hydrologic  and  soils  analyses  were 
being  developed  and  applied.    As  a  result,  by  1958  the  original  irrigation 
development  had  gone  from  a  proposed  5.3  million  acres  of  new  and 
supplemental  irrigation  to  3.8  million  and  hydropower  from  1.1  million 
kilowatts  to  2.4  million  kilowatts.    All  of  these  changes  and  developments  were 
reflected  in  the  Corps'  and  Bureau's  1958  Economic  Analysis  and  cost 
allocations. 
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The  current  economic  and  environmental  modeling  that  is  used  for  project 
evaluation  to  determine  where  Federal  investments  are  made  has  evolved 
significantly  since  the  time  when  Pick-Sloan  was  authorized  and  the  original 
cost  allocations  were  determined.    Currently,  we  usfe  economic  and 
environmental  modeling,  such  as  the  Economic  and  Environmental  Principles 
and  Guidelines  for  Water  and  Related  Land  Resources  Implementation  Studies 
and  other  public  planning  processes  such  as  that  in  the  National  Environmental 
Policy  Act,  to  determine  if  projects  merit  Federal  investment.   These  methods 
were  not  in  use  when  Pick-Sloan  was  authorized.    Not  only  has  the  method  of 
evaluation  changed,  but  also  local  and  national  needs  and  values  have  changed 
significantly  since  1944.    Given  the  way  the  Executive  Branch  and  Congress 
has  looked  at  potential  Federal  projects  in  recent  years,  Pick-Sloan  probably 
would  be  quite  different  from  what  was  enacted  in  1944,  if  authorized  today. 

Although  the  Pick-Sloan  program  has  not  been  carried  out  as  initially 
envisioned,  the  Program  has  provided  significant  benefits,  such  as  water  supply, 
flood  control,  recreation,  hydropower,  and  navigation.    Most  of  the  • 

hydropower,  flood  control,  and  navigation  facilities  have  been  built,  and  in  fact 
actual  developed  power  capacity  is  more  than  double  what  was  originally 
planned.    Since  the  program  was  first  authorized  in  1944,  the  Program  dams 
and  levies  have  reduced  flood  damages  significantly.    Annual  hydropower  sales 
average  $200  million  per  year  and  navigation  benefits  are  estimated  to  average 
about  $17.7  million  per  year.    Irrigated  lands  produce  crops  with  an  annual 
gross  value  of  $158  million.  The  attached  chart  shows  by  state  the  annual 
recreation  benefits  provided  in  1994  as  a  result  of  the  mainstem  dams  and 
reservoirs  constructed  in  the  Pick-Sloan  program. 

IRRIGATION 

While  much  of  the  originally  planned  project  development  has  occurred,  the 
program  has  fallen  far  short  of  its  stated  goals  for  irrigation.   Overall,  only 
about  1 1  percent  of  the  irrigation  anticipated  in  the  Pick-Sloan  plan  ~  less  than 
600,000  acres-  has  actually  been  Federally  developed  of  the  planned  5.3 
million  irrigated  acres.  ^ 
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The  attached  table  shows  by  state  the  amount  of  acres  planned  to  be  developed 
for  irrigation,  and  the  number  of  acres  actually  developed  under  the  Pick-Sloan 
Missouri  Basin  Program. 

A  combination  of  factors  explain  why  Pick-Sloan  has  not  met  its  original 
expectation  for  irrigation.    A  limited  growing  season  along  with  market 
conditions  and  soil  characteristics,  including  drainage  problems,  have  all  played 
a  role.    For  these  and  other  reasons,  some  irrigation  projects  wefe  not 
economic  to  build. 

COST  ALLOCATION 

In  accordance  with  Reclamation  law,  costs  for  purposes  that  are  deemed 
reimbursable  are  repaid  by  the  beneficiaries  and  nonreimbursable  costs  are  paid 
for  by  the  taxpayers.    For  example,  certain  costs  allocated  for  irrigation  are  to 
be  repaid  by  those  agricultural  users,  and  costs  for  construction  and 
main^pnance  of  the  facilities  attributed  to  hydropower  are  allocated  to  be  repaid 
by  the  power  customers.    Costs  repaid  by  irrigation,  including  pumping  power 
costs,  are  reimbursable  without  interest,  and  power  costs  are  reimbursable  with 
interest.    Costs  associated  with  flood  control,  recreation  and  environmental 
enhancement  are  generally  non-reimbursable  and  are  therefore  borne  by  the 
taxpayers. 

In  1958,  Reclamation  and  the  Army  Corps  of  Engineers  completed  a  report 
showing  the  cost  allocations  for  the  multipurpose  projects  in  Pick-Sloan. 
Known  as  the  Ultimate  Development  Plan,  the  report  was  based  on  the 
assumption  that  all  program  components  would  be  fully  developed  as  envisioned 
in  1958.    This  methodology  distributed  or  allocated  costs  based  on  the  benefits 
anticipated  for  each  purpose  identified  in  the  Ultimate  Development  Plan. 

Subsequently,  in  1963,  in  response  to  concerns  about  the  financial  health  of  the 
Pick-Sloan  program,  the  Interior  Department  provided  Congress  with  the 
Report  on  Financial  Position,  Missouri  River  Basin  Project.    The  1963  report 
presented  a  financial  plan  to  maintain  the  financial  integrity  of  the  Pick-Sloan 
program.    The  report  re-affirmed  the  Ultimate  Development  Plan  concept  that 
storage  and  pumping  power  facilities  were  built  largely  for  the  ultimate  benefit 
of  the  irrigation  projects  that  had  not  yet  been  built,  but  were  expected  to  be 
built  in  the  future.    In  reality,  the  cost  assumptions  in  the  Ultimate 
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Development  Plan  have  not  panned  out  as  planned. 

In  1964.  Congress  adopted  Public  Law  88-442,  the  Missouri  River  Basin 
Appropriation  Act.  which  required  reauthorization  oF  individual  Program 
projects  that  were  not  under  construction  as  of  June  30,  1964.    This  meant  that 
all  facilities  that  were  originally  authorized  to  be  built  as  part  of  the  Pick-Sloan 
program,  but  which  were  not  yet  completed  by  this  date,  had  to  be  reauthorized 
by  Congress  before  construction  activities  could  commence.    Since  June  30, 
1964,  nine  facilities  have  been  reauthorized,  and  construction  activities  have 
taken  place  on  four  of  the  projects.   The  others  remain  inactive. 

We  do  not  expect  that  the  entire  Pick-Sloan  Program  will  be  realized. 
Nonetheless,  costs  continue  to  be  allocated  to  Program  purposes  based  on  the 
assumption  that  full  Program  development  will  occur.    Reclamation  is 
prohibited  by  law,  including  the  1977  Department  of  Energy  Reorganization 
Act,  from  reallocating  the  costs  of  the  Pick-Sloan  Program  without 
authorization  from  Congress.    Given  current  economic  and  fmancial  conditions, 
it  is  difficult  to  justify  further  irrigation.  However,  because  under  current  law 
Reclamation  is  bound  by  the  cost  allocation  of  the  Ultimaite  Development  Plan, 
costs  associated  with  irrigation-related  pumping  power  and  reservoir  storage 
continue  to  be  allocated  to  future  irrigation  development.    As  a  result  these 
costs  are  deferred  at  zero  interest  until  they  are  assigned  to  a  unit  under 
construction.    The  total  deferred  cost  is  currently  $382  million,  consisting  of 
$127  million  in  reservoir  storage  and  $255  million  of  pumping  power  costs. 
The  deferring  of  these  costs  results  in  $14  million  annually  lost  to  the  Treasury, 
exclusive  of  interest. 

At  this  point,  Mr.  Chairman,  of  the  original  $6.6  billion  investment,  $2.5 
billion  is  considered  reimbursable  by  irrigation,  $2.3  billion  is  reimbursable  by 
power,  and  $.9  billion  is  reimbursable  by  municipal  and  industrial  users.  To 
date,  $601  million  or  27  percent  of. their  obligatron  has  been  repaid  by  power 
users,  $63  million  or  2.5  percent  of  their  obligation  has  been  repaid  by 
irrigators,  and  $20  million  or  2.2  percent  of  their  obligation  has  been  repaid  by 
municipal  and  industrial  water  users. 
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In  1993,  the  Department  of  the  Interior's  Inspector  General  (IG)  conducted  an 
audit  of  Pick-Sloan's  cost  allocations  and  repayment.    In  that  review,  the  IG 
expressed  concerns  that  "the  present  method  of  allocating  costs  did  not 
adequately  protect  the  government's  investment."    In  response.  Reclamation  is 
undertaking  an  in-depth  review  of  Program  costs  based  on  currently  planned 
development,  contemporary  uses,  and  applying  currently  used  project  evaluation 
and  economic  analysis.    We  believe  that  as  part  of  our  efforts  to  balance  the 
Federal  budget,  we  are  obligated  to  report  to  the  Congress  on  the  fmancial  and 
economic  impacts  of  changes  in  the  Pick-Sloan  Program.    We  intend  to  keep 
the  Subcommittee  apprised  of  our  findings  and  will  seek  guidance  and 
legislative  authority. needed  to  take  the  next  step  forward. 

This  concludes  my  prepared  testimony.    I  would  be  happy  to  answer  any 
questions  you  may  have. 
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Attachment  1 

Pick-Sloan  Missouri  Basin  Program  -    Irrigation 
Development 

Full  Service  Acres 

State 

Planned 

Developed 

Percent 

Montana 

967,130 

46,000 

4.8 

Wyoming 

281,560 

7,400 

2.6 

North 
Dakota 

1 ,266,440 

9,000 

0.7 

South 
Dakota 

961.210 

15,200 

1.6 

Colorado 

101.280 

0 

0.0 

Nebraska 

989,445 

229,500 

23.2 

Kansas 

193.335 

72,600 

37.6 

Total 

4,760,400 

379,700 

8.0 

Supplemental  Service  Acres 

State 

Planned 

Developed 

Percent 

Montana 

346,800 

28,000 

8.1 

Wyoming 

167,400 

25,200 

15.1 

North 
Dakota 

0 

0 

— 

South 
Dakota 

11,300 

8,900 

78.8 

Colorado 

1,719 

0 

0.0 

Nebraska 

19,930 

45,500 

228.3 

Kansas 

155 

0 

0.0 

Total 

547,304 

107,600 

19.7 
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1994  Recreation  Benefits  of  the  Pick  Sloan  Missouri  Basin  Program' 


State 

Regional  Benefits 

North  Dakota 

$68,000,000 

South  Dakota 

$124,000,000 

Montana 

$10,000,000 

Kansas 

$2,700,000 

Iowa 

$14,100,000 

Nebraska 

$54,000,000 

Total 

$272,800,000 

'Source:  Mismuri  River  Mutter  Manual.  U.S.  Army  Cuqut  of  Engineeis.  July  1994. 
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WRITTEN  TESTIMONY  OF  WARD  UGGERUD 

VICE  PRESIDENT  FOR  OPERATIONS,  OTTER  TAIL  POWER  COMPANY 

HOUSE  RESOURCES  SUBCOMMITTEE  ON  WATER  AND  POWER  RESOURCES 

MAY  2,  1996 


My  name  is  Ward  Uggerud  and  I  am  Vice  President  for  Operations  at  Otter  Tail  Power 
Company.  Otter  Tail  is  an  investor-owned  utility  heulquartered  in  Fergus  Falls,  Minnesota. 
We  serve  over  123,000  customers  in  the  states  of  Minnesota,  North  Dakota  and  South  Dakota. 

The  purpose  of  my  testimony  is  to  provide  the  subcommittee  vnth  information  and 
analysis  concerning  the  Power  Marketing  Administrations  (PMAs)  in  general  and  the  Pick-Sloan 
Eastern  Division  of  the  Western  Area  Power  Administration  (WAP A)  in  particular. 

While  I  had  been  aware  that  PMAs  were  providing  below-market,  subsidized  power  to 
preference  customers,  it  was  not  until  last  summer  that  I  was  made  aware  of  the  greatest  fraud: 
the  PMAs  were  giving  away  free  power  to  preference  customers  at  the  expense  of  the  American 
taxpayers. 

This  fact  was  revealed  during  a  secret  meeting  of  preference  customers  that  took  place 
in  Sioux  Falls,  South  Dakota,  on  July  17,  1995,  to  which  I  was  inadvertently  invited. 

I  know  that  you  will  be  as  astonished  as  I  was  when  you  hear  the  details  of  this  meeting. 
But  first,  allow  me  to  provide  some  background  information  to  put  this  story  in  context. 


A.   Backeronnd 

Proposals  to  sell  the  nation's  PMAs  have  been  around  since  the  Reagan  Administration. 
The  privatization  of  the  PMAs  makes  economic  sense  and  would  provide  substantial  savings  to 
the  American  taxpayers. 

PMAs  no  longer  carry  out  their  historic  mission  of  providing  power  to  poor  rural  and 
£arm  areas  that  could  not  receive  power  through  the  market.  Today,  PMA  power  goes  ~ 
without  r^ard  to  need  or  entitlement  —  to  any  customers  who,  because  of  allocations  made 
decades  ago,  happen  to  be  served  by  a  rural  electric  cooperative  or  municipal  <^>eration. 
Nothing  in  terms  of  geografhy  or  income  level  distinguishes  the  customers  who  receive 
preference  power  from  those  who  do  not.  The  truth  is  that  PMA  preference  power  goes  to  a 
broadly  diversified  mix  of  residential,  commercial  and  industrial  customers  who  are  completely 
homogeneous  with  surrounding  customers  served  by  utilities  who  do  not  receive  it. 

As  was  discussed  last  year,  PMAs  are  heavily  subsidized  by  the  taxpayer  in  a  variety  of 
ways: 

PMAs  are  subddized  with  below-market  interest  rate  ioaos  and  disproportionately 
long  repayment  schedules. 
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FMAs  pick  and  choose  whkh  loans  to  repay,  and  when,  leaving  any  shortfall  with 
the  American  taxpayer  to  offset. 

FMAs  and  their  preference  custraners  are  subsidized  with  preferential  tax  treatment. 

FMA  rates  are  artificially  low  because  they  do  not  recover  all  costs  of  operation. 

Thus,  it  is  the  taxpayer  who  pays  the  price  for  the  discounted  power  that  PMA  preference 
customers  receive. 

As  you  might  expect,  there  was  significant,  well  orchestrated  oj^sition  to  privatization 
efforts  from  PMA  preference  customers  who  have  become  used  to  their  taxpayer  subsidy.  They 
continue  to  insist  —  despite  all  evidence  to  the  contrary  —  that  the  PMAs: 

a.  are  well  managed; 

b.  recover  all  their  costs; 

c.  provide  power  only  to  truly  needy  and  deserving  customers;  and, 

d.  are  a  positive  return  to  the  U.S.  treasury. 

Finally,  they  continue  to  assert  that  privatization  groups  just  want  to  raise  rates  for  their  own 
finandal  benefit. 

So  you  can  imagine  my  surprise  when  I  received  an  invitation  to  the  Mid- West  Electric 
Consumes  Association  PMA  Forum  to  discuss  strat^es  to  deal  with  privatization  proposals  for 
the  PMAs. 

«■    Thf  Mprting 

The  meeting  took  place  in  Sioux  Falls,  South  Dakota  on  July  17,  199S.  The  primary 
speakers  at  the  meeting  were  Alan  Richardson  of  the  American  Public  Power  Association 
(APPA),  Glen  English  of  the  National  Rural  Electric  Cooperative  Association  (NRECA)  and  Jeff 
Nelson  of  the  East  River  Power  Cooperative.  During  the  meeting  I  took  copious  notes,  which 
are  attached  to  my  testimony  as  Exhibit  A. 

The  focus  of  the  meeting  was  the  House-Senate  Budget  Resolution  Conference  Rqwrt, 
which  proposed  the  sale  of  a  few  of  the  PMAs. 

Alan  Richardson  began  his  comments  by  stressing  that  the  collective  and  adamant 
opposition  by  PMA  customers  to  any  sale  of  PMA  assets  seemed  to  be  working  for  now.  He 
also  stressed  that  there  was  considerable  Senate  opposition  to  any  sale. 

Richardson  stated  that  the  driving  issue  was  the  need  for  Congress  to  find  revenue 
sources  to  help  balance  the  budget  and  reduce  the  deficit,  and  that  APPA  and  NRECA  had  to 
deal  with  the  question  of  how  to  maintain  political  clout  in  this  atmosphere.   He  said  that  most 
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observers  believe  that  the  status  quo  of  maintaining  government  control  of  federal  power  projects 
cannot  continue  and  that  options  that  give  existing  customers  some  additional  control  of  the 
projects  should  be  explored. 

Glen  English  echoed  Richardson's  comments  and  stated  that  several  options  should  be 
considered,  including  opposing  the  sale  of  PMAs,  having  existing  customers  either  lease  or  buy 
PMAs  or  arguing  that  some  PMAs  should  be  sold  while  others  should  not.  English  thought  it 
would  be  harder  to  prevent  the  sale  of  PMAs  in  every  succeeding  year. 

English  also  acknowledged  the  tax  problem  associated  with  PMAs,  namely,  that  they  do 
not  pay  any  because  of  federal  sovereignty.  Because  of  this,  he  stated  that  a  lease  of  PMA 
facilities  may  be  the  best  option  for  preference  customers.  Under  a  lease,  it  may  be  possible 
to  remain  exempt  from  paying  future  taxes  and  there  may  be  other  benefits  owing  to  government 
ownership  that  could  be  maintained. 

Jeff  Nelson  followed  English  and  passed  out  a  study  done  by  the  East  River  Cooperative 
Power  on  the  financial  aspects  of  selling  the  Pick-Sloan  portion  of  WAPA.  Nelson  began  by 
stating  that  the  Pick-Sloan  power  rates  were  the  lowest  in  WAPA. 

Then  Nelson  dropped  the  "free  power"  (his  words,  not  mine)  bomb  .  Nelson  said  that 
$204  million  of  Pick-Sloan's  costs  were  not  being  recovered  because  irrigation  projects  are  not 
being  built  and  the  portion  of  generation  construction  costs  allocated  to  these  ftiture  irrigation 
projects  is  not  being  charged  to  existing  power  customers.  Since  these  costs  are  not  being 
recovered,  the  electricity  production  to  be  used  for  those  future  irrigation  projects  is  being  used 
now  at  no  cost  to  existing  PMA  customers!  (Exhibit  A,  p. 6) 

At  first  I  thought  that  Nelson  may  have  misspoke.  But  then  he  said  it  again  later  in  the 
meeting.  In  response  to  a  question  about  irrigation  revenue.  Nelson  said  the  biggest  issue  was 
how  to  deal  with  the  costs  that  are  presently  allocated  to  future  irrigation  projects  which  will 
never  be  built.  He  went  on  to  say  that  PMA  customers  were  getting  the  free  use  of  that 
generation  now  and  may  not  be  able  to  get  this  portion  for  free  if  the  PMAs  are  sold.  (Exhibit 
A,  p.  11) 

Following  Nelson's  presentation,  a  question  and  answer  period  ensued.  If  Congress  and 
the  American  taxpayer  are  not  surprised  enough  by  the  disclosure  of  the  free  power  issue,  the 
following  statements  by  the  preference  customers  indicate  that  they  are  willing  to  do  and  say 
anything  to  perpetuate  their  firaud  on  the  public: 

In  discussing  a  proposal  to  buy  the  PMAs,  Richardson  stated  that  if  you  can  buy  the 
PMAs  for  $2.6  billion  (the  budget  reduction  figure),  that  is  50  percent  of  their  net 
present  value  and  it  would  be  "a  steal."  (Exhibit  A,  p.  10) 
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English  followed  up  on  this  point  by  saying  that  a  deal  for  $2.6  billion  and  a  guarantee 
of  no  rate  increases  is  a  deal  to  get  it  for  "less  than  it's  worth"  and  "that's  what  we 
want."  (Exhibit  A,  p.  10) 

Richardson  went  on  to  say  that  $2.6  billion  is  a  difficult  price  to  support  politically,  but 
"(i)t's  a  damn  good  deal  if  you  can  get  it  through."  (Exhibit  A,  p.  14) 

Another  preference  customer  said  that  the  best  deal  would  be  to  buy  the  assets  for  $2.6 
billion  and  seU  them  back  to  the  investor-owned  utilities  for  $9-14  billion.  (Exhibit  A, 
p.  17) 

Echoing  the  statements  of  others  at  the  meeting,  another  executive  said  that  his  group 
believes  that  rates  can  go  down  if  the  PMAs  are  sold  because  the  PMAs  can  be  more 
efficiently  operated  than  they  presently  are.  (Exhibit  A,  p.9) 

By  the  end  of  the  meeting  there  was  general  agreement  that  the  "just  say  no"  approach 
to  PMA  sales  was  not  sustainable  and  that  the  group  was  still  searching  for  a  new,  unifying 
position. 

The  Sioux  Falls  meeting  confirmed  what  many  already  believed:  that  PMA  customers 
were  receiving  subsidized  power.  More  importandy,  it  revealed  for  the  first  time  that  the  power 
was  not  only  being  subsidized,  it  was  being  sent  to  preference  customers  free  of  charge.  The 
meeting  also  revealed  a  potential  shift  of  strategy  for  preference  customers  ~  from  fighting  to 
maintain  the  free  power  status  quo  to  pursuing  a  sweetheart  deal  for  the  purchase  of  PMA  assets. 
Either  way,  the  preference  customers  remain  committed  to  ripping-off  the  taxpayers. 

As  a  result  of  the  meeting,  considerable  local  and  national  press  has  been  aimed  at  this 
issue.  Articles  in  The  Wall  Street  Journal  (Exhibit  B)  and  The  Fargo  Forum  (Exhibit  C) 
confirmed  the  major  aspects  of  what  was  discussed  at  the  meeting. 

Perhaps  most  importandy,  reports  of  tiie  meeting  led  this  subcommittee  to  ask  the 
General  Accounting  Office  (GAO)  to  investigate  the  PMAs  and  the  free  power  issue.  The  GAO 
has  confirmed  the  ft^e  power  scam  and  quantified  its  depth  in  Pick-Sloan  ~  over  a  half  a  billion 
dollars. 

C.  The  Disclosure  Issue 

While  the  admission  by  public  power  executives  that  they  are  receiving  free  power  is 
significant,  it  is  doubly  disconcerting  because  any  information  about  the  transaction  is  missing 
fi-om  WAPA's  financial  statements.  In  other  words,  this  is  a  phantom  transaction  that  would 
not  otherwise  be  known  if  not  for  it  inadvertent  disclosure  at  the  meeting  in  Sioux  Falls.  The 
over  half  billion  dollars  is  not  captured  on  the  documents  that  are  supposed  to  keep  all 
Americans  aware  of  their  investment  ~  The  WAPA  Annual  Report  and  accompanying  Statistical 
Appoidix. 
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It  is  interesting  to  note  that  the  PMAs  are  not  subject  to  the  same  disclosure  standards 
as  a  normal  business.  Thus,  the  two  statutes  that  were  enacted  to  correct  the  abuses  that  led  to 
the  stock  market  crash  of  1929  and  the  financial  collapse  of  the  U.S.  economy  and  Great 
Dq)ression  of  the  1930's,  do  not  apply  to  the  PMAs.  Ironically,  the  1933  Securities  Act  and 
the  1934  Securities  and  Exchange  Act  were  directed  at  protecting  small,  local  investors  by 
establishing  a  program  of  full  and  fair  disclosure.  Under  this  program,  'bright  sunshine'  would 
be  the  prescription  for  curing  the  ills  of  waste  and  abuse  wrought  by  those  who  were  benefitting 
from  such  activities. 

Absent  full  disclosure  by  the  PMAs,  many  small  communities  who  are  supposed  to  be 
die  beneficiaries  of  the  PMAs  did  not  even  know  they  were  being  taken  for  ride  ~  like  the 
investors  who  lost  it  all  in  1929. 

D.  KMPG  Peat  Marwkk  Independent  Auditor's  Report  for  WAPA 

The  importance  of  full  disclosure  is  highlighted  by  what  is  disclosed  on  WAPA's 
Independent  Auditors  Rqx>rt  conducted  by  the  public  accounting  firm  KMPG  Peat  Marwick. 

While  KMPG  Peat  Marwick  has  provided  unqualified  opinions  on  WAPA's  financial 
statements  for  fiscal  years  1993  through  1995,  their  rqwrts  on  WAPA's  internal  control 
structure  and  on  compliance  with  laws  and  regulations  expose  a  variety  of  questionable  practices 
that  could  have  a  material  e^ect  on  WAPA's  financial  statements  in  the  ftiture. 

The  1993  through  1995  audits  showed  that  at  various  times  WAPA  had: 

Delivered  power  to  customers  who  were  no  longer  imder  contract  with  WAPA;  and, 

Failed  to  test  and  calibrate  all  meters  yearly,  in  accordance  with  WAPA  policy,  possibly 
resulting  in  the  incorrect  metering  of  electrical  power  charged  to  customers. 

KMPG  Peat  Marwick  first  rqx)rted  these  problems  in  1993  and  1994,  respectively.  As 
of  KMPG  Peat  Marwick's  1995  audit,  the  problems  still  existed.  It  seems  elementary  that  a 
power  company  should  only  provide  services  subject  to  an  existing  contract  and  that  the  meters 
that  measure  the  amount  of  power  provided  should  be  accurate. 

Continued  failure  by  WAPA  to  fiilly  address  the  rqmrtable  conditions  could  lead  to  an 
adverse  independent  auditors  report.  For  a  publicly  traded  company,  an  adverse  report  spells 
disaster.  The  Securities  and  Exchange  Commission  (SEC)  would  halt  trading  on  the  company's 
securities  and  the  company's  directors  could  be  subject  to  a  shareholder  liability  suit. 

For  WAPA  an  adverse  report  would  obviously  not  have  the  same  effect,  but  it  would 
certainly  undermine  management  credibility  and  call  into  question  the  viability  of  WAPA  to 
manage  federal  assets.   Of  course,  Otter  Tail  firmly  believes  that  exposure  of  the  free 
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powerscam  and  the  stated  intent  of  some  public  power  executives  to  seek  a  substantially  below- 
market  deal  for  PMA  assets  already  indicates  that  the  time  is  right  for  privatization. 

E.        The  PMA's  Are  Unregulated  Monopolies  that  ary  P^ir^iing  Mnn^p^ly 
Practices  in  the  Marketplace 

Would  the  issue  of  firee  power  have  escaped  public  scrutiny  for  as  long  as  it  did 
if  the  PMA  assets  had  been  owned  by  private  regulated  entities?  The  answer  is  emphatically  no. 

Since  the  inception  of  modem  electric  utility  r^ulation,  the  states  and  the  Federal 
gov^nment  and  Congress  have  known  that  the  generation,  transmission  and  distribution  of 
electricity  was  a  monopoly  practice.  As  a  result,  private  electric  utilities  are  the  most  heavily 
regulated  industry  in  the  United  States.  Private  electric  utilities  are  subject  to  r^ulation  over 
its  corporate  structure  and  business  activities  by  the  SEC  through  the  Public  Utility  Holding 
Company  Act  of  193S.  They  are  also  regulated  as  to  the  rates,  terms  and  conditions  of 
wholesale  sales  and  transmission  access  by  Federal  Power  Act  as  administered  by  the  Fedraal 
Energy  Regulatory  Commission.  Private  electric  utilities  are  also  r^ulated  as  to  the  rates 
charged  to  retail  customers  in  the  states  in  which  they  provide  service  by  state  public  utility 
commissions.  Finally,  private  electric  utilities  are  subject  to  the  information,  disclosure  and 
accounting  requirements  of  federal  securities  laws.  Such  requirements  provide  that  the 
disclosure  of  material  information  be  fairly  presented  so  that  the  amoican  public  can  easily 
discern  the  activities  of  the  business. 

Multi-tioed  regulation  as  applied  to  private  utilities  was  directed  at  eliminating  the  abuses 
inherent  in  the  monopoly  of  generating,  transmitting  and  distributing  power.  Those  abuses 
included:  pricing  power  so  low  as  to  limit  competition;  disclosing  only  selected  information 
associated  with  respect  to  operations  so  as  to  mislead  the  public  at  large;  and  obtaiiting  services 
from  certain  corporate  dqartments  at  costs  that  are  not  in  line  with  the  market. 

Ironically,  the  PMA's  are  NOT  subject  to  the  vast  majority  of  these  laws.  Indeed,  the 
only  law  that  tangentially  s^lies  is  the  Federal  Power  Act  (FPA).  However,  under  the  FPA 
PMA's  are  not  r^ulated  as  to  the  rates,  terms  and  conditions  of  wholesale  sales  like  a  private 
utility  nor  are  they  subject  to  transmission  regulation  to  the  same  extent  as  private  utilities. 

1.         Rate  Regulation 

In  1978,  the  Secretary  of  Energy  issued  Ddegation  Order  0204-33  vesting  the  ratemaking 
authority  she  possessed  under  the  various  statutes  described  above  in  the  PMA  administrators 
and  providing  for  limited  FERC  review.'  Subsequent  to  initial  Del^ation  Order  0204-33,  the 
Secretary  expanded  and  clarified  what  the  PMA  administrators  would  be  required  to  perform  and 


43  Fed.  Reg.  60,636  (Dec.  28,  1978). 
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what  FERC's  actual  review  process  would  be  in  Delegation  Order  0204-108.^  Under 
Del^ation  Order  0204-108,  each  PMA  administrator  has  the  authority  to  develop  power  and 
transmission  rates  for  their  respective  PMAs.  These  rates  are  required  to  be  certified  by  the 
PMA  administrator  as  consistent  with  'apphcdble  law"  and  at  the  "lowest  possible  rate  to 
customers  consistent  with  sound  business  principles."  Interim  rates  prior  to  the  final  FERC 
review  are  established  by  the  Deputy  Secretary  of  DOE.  The  Bonneville  Power  Administration 
is  governed  by  a  differrait  standard.^ 

As  noted,  Delegation  Order  0204-108  also  empowered  FERC  to  confirm,  approve  and 
place  in  effect  rates  developed  by  each  PMA  administrator.  However,  FERC's  review  of  the 
rates  is  extremely  limited  and  cannot  replace  the  PMA  administrator's  actions. 

FERC  may  not  look  "behind  the  numbers"  in  determining  the  extent  to  which  the  PMA 
administrator  is  in  compliance  with  the  above  criteria.  As  FERC  Chair  Moler  stated  this  past 
year  in  testimony  provided  to  the  House  Resources  Committee  on  PMAs,  "[s]ignificantly,  the 
Commission  can  only  approve,  disapprove  or  remand  a  PMA's  proposed  rates.  Unlike  our 
regulation  of  public  utility  rates,  the  Commission  cannot  modify  a  PMA's  proposed  rates."* 
Indeed,  Delegation  Order  0204-108  notes,  "[t]he  Commission  shall  not  review  policy  judgments 
and  interpretations  of  laws  and  regulations  made  by  power  generating  agencies. " 


^    48  Fed.  Reg.  55,664  (Dec.  14,  1983). 

'  FERC  has  particular  statutory  authority  over  Bonneville's  rates.  I^irsuant  to  the  Pacific 
Northwest  Electric  Power  Planning  and  Conservation  Act  ("Northwest  Power  Act"),  the 
Commission  must  confirm  and  approve,  on  an  interim  and  final  basis,  Bonneville's  rates.  Under 
section  7(a)(2)  of  the  Northwest  Power  Act,  the  Commission  evaluates  Bonneville's  rates  for 
sales  within  the  Pacific  Northwest  region  to  ensure  the  rates:  (a)  are  sufficient  to  repay  the 
Federal  investment  in  the  Federal  Columbia  River  Power  System  over  a  reasonable  number  of 
years  after  first  meeting  Bonneville's  other  costs;  (b)  are  based  on  Bonneville's  total  system 
costs;  and  (c)  insofar  as  transmission  rates  are  concerned,  equitably  allocate  the  costs  of  the 
Federal  transmission  system  between  all  users  of  the  system.  Federal  and  non-Federal. 

FERC  also  has  significant  authority  relative  to  Bonneville's  sales  outside  of  the  region. 
Under  section  7(k)  of  the  Northwest  Power  Act,  the  Commission  evaluates  Bonneville's  rates 
for  sales  outside  the  Pacific  Northwest  region  to  ensure  the  rates  are  established:  (a)  having 
regard  to  the  recovery  of  the  cost  of  generation  and  transmission  of  such  energy;  (b)  so  as  to 
encourage  the  most  widespread  use  of  Bonneville  power;  (c)  to  provide  the  lowest  possible  rates 
consistent  with  sound  business  principles;  and  (d)  in  a  manner  which  protects  the  interests  of  the 
United  States  in  amortizing  its  investments  in  the  projects  within  a  reasonable  period. 

*  Statement  of  the  Honorable  Elizabeth  Moler,  Chair  of  the  Federal  Energy  Regulatory 
Commission  before  the  House  Resources  Committee  on  the  Potential  Transfer  of  the  Power 
Marketing  Administrations  Out  of  Federal  Ownership,  May  18,  1995,  Serial  No.  104-28,  p.  91. 
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In  sum,  rate  regulation  ai>plied  to  public  utilities  under  sections  20S  and  206  of  the 
Federal  Power  Act  is  not  i^jplicable  to  the  PMAs.  The  205  and  206  standard,  which  requires 
that  a  utilities'  rates  be  just,  reasonable  and  nondiscriminatory,  has  no  bearing  on  the 
establishment  of  PMA  rates.  Because  PMA  power  and  transmission  rates  are  not  subject  to 
evaluation  under  the  205  and  206  standard,  the  PMA  administrators,  oftentimes  in  conjunction 
with  the  {Heference  customers,  are  able  to  establish  gross  assumptions  for  repayment  and  cost 
recovery,  thereby  grossly  undercharging  for  diis  power.  Because  FERC  carmot  look  behind  the 
numbers,  and  must  take  the  assumptions  they  are  provided  from  DOE  as  fact,  the  PMAs  are  able 
to  evade  rate  regulation. 

2.  PMA  Transmission  Facilities  are  Not  Regulated  I-ilcg  Qther  Private 

Similarly,  FERC  does  not  have  the  same  jurisdiction  over  PMA  transmission  facilities 
that  it  does  with  respect  to  private  utilities.  In  this  respect,  on  April  24,  1996  FERC  issued  its 
final  rule  requiring  jurisdictional  utilities  to  provide  open  access,  thereby  eliminating  potential 
transmission  monopoly  abuses.  The  rule  requires  that  all  public  utilities  subject  to  FERC 
jurisdiction  offa*  transmission  services  that  are  comparable  to  the  services  they  provide 
themselves  when  they  use  their  own  transmission  systems  to  make  wholesale  sales  or  purchasies 
of  electric  energy.  I^RC  issued  the  Mega-NOPR  in  ord^  to  effectuate  a  competitive  wholesale 
power  market.  As  Chairman  Moler  noted  in  testimony  last  year  before  the  House  Resources 
Committee: 

We  believe  that  open  access  is  necessary  to 
eliminate  existing  utility  practices  that  are  unduly 
discriminatory  and  to  have  competitive  bulk  power 
markets  in  which  all  wholesale  sellers  can  reach  all 
wholesale  buyers.  We  concluded  that  ordering 
transmission  service  on  a  case-by-case  basis  under 
section  211  of  the  Federal  Power  Act,  by  itself,  is 
not  sufficient  to  remedy  undue  discrimination.  This 
is  because  section  211  service  is  not  a  substitute  for 
open  access,  i.e.,  sovice  on  request.  Many 
comp^tive  opportunities  will  be  lost  if  customers 
have  to  go  through  the  procedural  requirements  of 
a  case-by-case  request. 

Under  existing  law,  FERC  does  not  have  the  authority  to  order  open  access  transmission 
by  non-public  utilities,  e.g.,  the  PMAs,  municipal  electric  systems  and  electric  cooperatives. 
Accordingly,  PMA  transmission  facilities  along  with  those  owned  by  municipal  electric  systems 
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and  electric  cooperatives  are  not  subject  to  FERC's  comparability  standard,  and  are  effectively 
beyond  the  reach  of  the  agency's  deregtilation  efforts.^' 

The  impact  of  this  problem  has  been  evidenced  today  by  the  disclosure  of  the  free  power 
issue.  It  is  also  evidences  by  virtue  of  the  fact  that  WAPA  has  begun  soliciting  new  retail 
customers  in  the  Pick  Sloan  r^on.  These  customers  are  currently  customers  of  private  utilities. 
It's  clear  from  WAPA's  solicitation  that  private  utilities  cannot  compete  with  an  unregulated 
monopoly  who  can  price  electricity  far  below  the  market. 

F.   Conclusion 

The  uncontroverted  statements  of  public  powu-  and  rural  co-op  company  executives 
reporting  by  the  media  and  now  the  GAO  all  confirm  the  undeniable  ^t  that  the  PMAs  are 
giving  away  free  power  to  preference  customers  and  the  American  taxpayer  is  paying  for  it. 

The  disclosure  of  this  outrageous  fact  has  been  obfuscated  by  those  who  seek  to 
perpetuate  this  waste  and  abuse  on  the  U.S.  government  and  upon  unsuspecting  local  entities  th^ 
may  otherwise  need  this  money  for  a  variety  of  natural  resource  management  issues.  The  full 
extent  of  this  abuse,  which  may  have  yet  to  be  determined  criminal  implications,  is  not 
altogether  known.  Hopefully,  pending  GAO  reports  on  the  other  PMAs  will  provide  more 
information. 

What  is  known  is  that  consumption  of  free  power  by  certain  entities  is  hurting  local 
communities  with  viable  natural  resource  issues  that  could  be  addressed  with  proper  funding. 
By  providing  free  power  to  a  select  few,  revenues  that  could  be  benefitting  state  and  local  water 
resource  su|qK>rt  is  being  syphoned  off  for  the  exclusive  bmefit  of  others  who  seek  to  maintain 
the  status  quo. 

The  best  way  to  put  an  end  to  the  free  power  scam  is  to  put  and  aid  to  the  PMAs.  The 
PMAs  no  longer  apeaic  according  to  their  historical  charter  or  in  the  best  int^ests  of  the 
nation.  Privatization  offers  a  positive  fiscal  result  for  the  American  taxpayer,  and  current 
customer  services  will  continue  under  new,  private  ownership. 


*rhe  PMA's  are  subject  to  FERC's  §  211  authority,  and  reciprocity  provision.  However, 
as  noted  above  FERC  does  not  believe  that  §  21 1  is  adequate  to  resolve  monc^ly  abuse.  As 
to  reciprocity,  this  requirement  is  only  triggered  if  the  PMA's  were  to  seek  access  over  another 
private  utilities  transmission  system. 
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i>\,fA   1?  Exhibit    A 

PMA  Forum 

Sioux  Falls,  South  Dakota 

July  17,  1995 

Primary  speakers  at  the  forum  were: 

Alan  Richardson  -  APPA 

Glen  English  -  NRECA 

Jeff  Nelson  -  East  River  Power  Cooperative 

A  special  PMA  Hotline  has  been  set  up  for  PMA  customers  to  provide  up-to-date 
information  on  the  status  of  this  issue.  The  number  to  call  for  this  information  is: 
303-296-2122. 

Introductory  Comment: 

The  Conference  Report  which  requires  a  $2.6  billion  budget  reduction  provides  the  basic 

framework  under  which  a  resolution  of  the  PMA  issue  must  be  developed. 

Comments  by  Alan  Richardson  -  APPA 

1.  One  of  the  questions  that  should  be  posed  to  Congress  is  why  should 
revenue  producing  assets  be  sold. 

2.  The  House  Resources  Committee,  chaired  by  Rep  Doolittle  (Ca.)  has 
introduced  legislation  which  has  two  separate  mechanisms  contained  in  it. 

A.  It  has  been  proposed  that  the  assets  of  the  SEPA  should  be  sold  at 
auction  to  receive  a  market  determined  price. 

B.  The  Central  Valley  Project  in  California,  however,  is  proposed  to  be 
sold  at  a  price  reflecting  the  remaining  value  of  the  debt  to  existing 
customers.  This  proposed  treatment  of  the  Central  VaUey  Project 
by  Chairman  Doolittle  gives  an  indication  that  there  is  sympathy  for 
giving  preferential  treatment  to  existing  customers.    If  further 
suggests  that  Congressmen  are  continuing  to  show  preference  for 
their  own  constituencies. 

3.  The  Senate  hearings  which  were  held  last  week  went  well  and  there  was 
little  introduced  which  gave  cause  for  concern  as  to  how  the  sale  will  be 
handled. 

4.  Senator  Murkowski,  chair  of  the  Senate  Energy  Committee,  has  proposed 
an  option  which  would  add  a  5  mill  surcharge  to  existing  rates  which  would 
raise  an  additional  $2.6  billion  in  annual  revenue.  The  current  sentiment 
in  the  Senate  is  to  not  sell  the  PMAs. 
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5.  The  collective  and  adamant  opposition  expressed  by   PMA  customers 
against  the  sale  has  been  working.   The  Baucus  -  Pressler  Amendment  is 
an  indication  that  the  Senate  has  heard  the  arguments  of  opponents  to  the 
sale  and  is  currently  inclined  to  not  sell  the  PMAs. 

6.  TVA  is  currently  fully  funded  by  customers  except  for  $140,000,000  which 
is  appropriated  for  irrigation  components  of  the  TVA  project. 

7.  Scott  Klug  offered  an  amendment  to  strip  that  $140,000,000  from  the 
appropriations  bill.   A  vote  on  the  Klug  proposal  was  defeated  184  to  284 
which  gives  further  indication  that  Congress  is  willing  to  consider  continued 
preferential  treatment  to  existing  PMA  customers. 

8.  The  driving  issue  is  the  need  for  Congress  to  find  revenue  sources  to  help 
balance  the  budget  and  reduce  the  deficit. 

9.  One  of  the  important  questions  to  deal  with  is  how  do  we  propose  t<rhold 
onto  the  political  clout  that  we  presently  have.  > 

10.  Dollars  will  become  more  and  more  important  as  Congress  tries  to  deal 
with  the  deficits  and  balanced  budget  requirements  and  this  will  make 
continued  favorable  treatment  for  PMA  customers  more  difficult.. 

11.  The  PMAs  may  become  more  important  targets  later  as  financial 
considerations  become  more  predominant  and  the  options  for  additional 
revenue  become  stickier. 

12.  Most  people  believe  that  the  status  quo  of  maintaining  government 
ownership  of  the  federal  power  projects  can't  continue  in  the  long  term. 

13.  PMA  customers  want  more  local  control  of  the  PMAs. 

14.  We  should  look  for  options  that  give  existing  customers  some  additional 
control  of  the  projects. 
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Comments  by  Glen  English  -  NRECA 

1.  The  original  observation  in  Washington  that  the  sale  of  the  PMAs  was  a 
done  deal.    Democratic  president  had  proposed  the  sale  to  a  Republican 
Congress  and  the  Republican  party  has  advocated  the  sale  for  years  under 
previous  Republican  administrations. 

2.  Originally  the  biggest  concern  was  how  to  prevent  an  auction  to  the  highest 
bidder  in  an  auction  process  and  how  to  keep  the  PMAs  for  existing 
customers. 

3.  This  issue  is  one  that  has  come  up  once  a  decade. 

4.  Now  we  believe  that  we  have  reached  the  point  where  there  is  little  of 
auctioning  the  PMAs  to  lOU's  at  market  prices.   The  present  feeling  by 
most  in  Congress  is  that  the  PMAs  should  be  sold  to  existing  customers 
and  net  present  value. 

5.  Opportunities  have  been  created  in  this  debate  which  have  therefore 
opened  new  doors. 

6.  It  is  like  a  dog,  however,  that  chases  a  car.   What  do  you  do  when  you 
catch  it? 

7.  The  options  that  now  exist  include: 

a.  Oppose  the  sale  of  the  PMAs 

b.  Have  existing  customers  purchase  the  PMAs 

c.  Have  existing  customers  lease  the  PMAs 

d.  Argue  that  some  PMAs  should  be  sold  while  some  should 
not. 

8.  The  Senate  is  friendly  to  the  PMAs. 

9.  The  House  may  be  intimidated  by  Senate  votes  which  have  expressed 
opposition  to  the  sale  of  the  PMAs. 

10.  Senator  Murkowski  says  the  PMAs  will  be  sold,  but  maybe  not  this  year. 

11.  We  could  maybe  succeed  in  blocking  the  sale  this  year.  The  question  is  - 
can  you  fight  this  fight  every  year? 

12.  It  will  become  harder  to  prevent  sale  in  every  succeeding  year. 

13.  The  PMAs  may  need  to  provide  a  greater  sum  of  money  the  next  time  this 
issue  comes  up. 
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14.  lOU  offers  will  become  more  attractive  to  Congress  in  the  future  as 
Congress  looks  for  more  and  more  ways  to  bring  in  more  and  more  money. 

15.  Abolishing  the  DOE  will  hurt  the  proponents  of  maintaining  the  P.MAs  as 
is. 

16.  Approximately  1/3  of  the  DOE  employees  work  directly  with  the  PMAs. 
There  are  substantial  savings  available  to  Congress  in  eliminating  these 
employees  from  the  federal  payroll.    Loss  of  these  DOE  employees  will 
reduce  number  of  people  in  the  government  opposed  to  sale  and 
elimination  of  these  jobs  will  reduce  the  number  of  people  arguing  our 
case  in  front  of  Congress. 

17.  Even  if  Congress  doesn't  move  to  sell  the  PMAs,  it  may  ask  to  raise 
electric  rates  and  derive  more  revenue  from  the  sale  of  electricity. 

18.  Arguing  to  oppose  the  sale  of  the  PMAs  at  this  time  won't  end  the 
struggle. 

19.  Proposals  to  divide  up  the  PMAs  and  sell  them  on  a  project  by  project 
basis  would  be  disastrous.   Unity  and  support  for  a  common  proposal 
among  all  customers  must  be  maintained. 

20.  The  strategy  must  be  to  keep  PMAs  intact. 

21.  Water  management  is  at  risk  if  PMAs  are  bought  by  preference  customers 
as  the  decisions  for  water  management  will  then  be  made  by  entities  who 
have  less  of  an  interest  in  the  electric  operations  of  the  PMA  facilities. 

22.  The  key  strategy  is  to  convince  Congress  that  there  shouldn't  be  any  rate 
increases  associated  with  the  sale  of  the  PMAs. 

23.  The  question  of  taxes  will  be  a  problem.  Presently  the  PMAs  pay  no  taxes 
because  of  federal  sovereignty.  If  the  PMAs  are  sold,  this  sovereignty  will 
be  lost  and  taxes  will  likely  have  to  be  paid. 

24.  A  lease  of  the  PMA  facilities  may  be  the  most  attractive  option.   Under  a 
lease,  it  may  be  possible  to  remain  exempt  from  paying  future  taxes  and 
their  may  be  other  benefits  owing  to  government  ownership  that  may  be 
maintained. 

25.  A  lease  now  may  not  prevent  a  sale  in  the  future. 

26.  Leasing  the  PMAs  may  make  funding  for  maintenance  a  problem. 
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27.  It  is  possible  that  some  PMAs  may  be  sold. 

28.  Congress  realizes  WAPA  is  unique  because  of  the  complexity  of  its 
contracts  that  are  in  place  as  compared  to  those  at  other  PMAs. 

29.  We  should  ask,  does  WAPA  become  more  vulnerable  if  other  PMAs  are 
sold? 

30.  We  must  look  for  the  options  that  are  the  most  acceptable  and  attractive. 

31.  The  decision  on  what  to  do  must  be  made  quickly  and  there  will  be  no 
turning  back  once  the  decision  is  made. 

32.  Congress  will  decide  what  to  do  on  this  issue  after  Labor  Day.   We  must 
work  hard  in  August  to  develop  a  recommended  proposal. 

33.  We  must  find  a  champion  in  Congress  to  projpose  our  recommended 
option. 

34.  We  must  accept  the  fzct  the  you  can  always  expect  the  unexpected  in 
Congress. 
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Comments  by  Jeff  Nelson  -  East  River  Power  Cooperative  study 

Note:  Jeff  passed  out  a  study  done  on  the  financial  aspects  of  selling  the  Pick-Sloan 
portion  of  WAPA.  This  handout  is  attached  to  these  notes  from  the  forum. 

1.  The  Pick  -  Sloan  project  is  the  most  complex  of  all  the  WAPA  projects. 

2.  The  Pick  -  Sloan  rates  are  the  lowest  in  WAPA. 

3.  Basin  Electric  Power  Cooperative  has  prepared  a  valuation  study  of  the 
Pick-Sloan  Project. 

4.  The  valuation  study  calculates  a  purchase  price  that  is  based  on  establishing 
a  price  that  would  yield  the  government  an  initial  amount  of  revenue  equal 
to  the  revenue  stream  of  the  generation  at  current  rates. 

5.  The  Dakota  Conservancy  District  believes  gerieration  revenues  should  pay 
for  irrigation  projects.   This  isn't  currently  happening  and  could  cause  rates 
to  rise  if  this  were  required. 

6.  $204  Million  of  costs  are  not  now  being  recovered  because  the  irrigation 
projects  aren't  built  and  the  portion  of  the  generation  construction  costs 
allocated  to  these  future  irrigation  projects  is  not  being  charged  to  the 
existing  power  customers.   Since  these  costs  aren't  being  recovered,  the 
electricity  production  to  be  used  for  those  future  irrigation  projects  is  being 
used  now  at  no  cost  by  existing  PMA  electric  customers. 

7.  Even  if  the  PMAs  are  sold,  it  may  be  possible  to  avoid  paying  Federal 
taxes.    If  the  PMAs  are  sold,  it  is  unlikely  that  state  taxes  can  be  avoided 
and  this  additional  tax  liability  could  amount  to  perhaps  $45  million  per 
year. 

8.  Operational  priorities  will  become  a  problem  if  the  PMAs  are  sold. 

9.  Another  threat  for  continued  preference  to  PMA  customers  is  that  Native 
Americans  are  asking  for  100%  of  their  power  from  Federal  resources. 

10.  Another  threat  to  the  continued  allocations  for  existing  customers  is  that 
State  and  Federal  ciistomers  who  serve  a  public  purpose  (schools,  state  and 
federal  offices,  etc.)  are  asking  that  their  power  come  from  the  federal 
power  projects  as  all  of  their  operating  expenses  are  supported  by  general 
tax  revenues  and  are  paid  for  by  all  citizens. 
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11.  If  the  PMAs  are  sold,  existmg  customers  would  loose  their  walk  away 
privilege  which  allows  them  to  leave  without  any  residual  obligations. 
Under  a  purchase,  their  will  have  to  be  some  continuing  liabUity  on  some 
one's  part.   Perhaps  a  lease  could  reduce  the  amount  of  liability  that  would 
be  created  under  a  purchase. 

12.  Selling  the  PMAs  would  result  in  the  loss  of  Federal  sovereignty  and  it 
would  likely  cause  additional  tax  liabilities. 
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Questions  and  Comments: 
1.         Tom  Heller  -  MBMPA 

1.  MBMPA  provides  supplemental  power  to  58  municipal  preference 
customers. 

2.  The  allocation  of  this  preference  power  is  made  to  the  municipals  and  not 
to  MBMPA  as  a  separate  entity. 

3.  MBMPA  urges  everyone  to  stay  together  and  be  unified  in  this  issue. 

4.  60%  of  the  electricity  consumed  by  the  MBMPA  customers  comes  from 
WAPA  allocations. 

5.  We  should  rely  on  APPA  and  NRECA  to  develop  our  positions  and  argue 
them  for  us  in  Washington. 

7.  Our  primary  focus  should  be  to  protect  consumers  from  any  rate  increases. 

8.  MBMPA  believes  that  the  Federal  Government  won't  continue  to  be  in  the 
power  supply  business  and  that  some  change  is  imminent. 

9.  The  question  we  have  is  how  can  we  reduce  our  risks  in  this  matter? 

10.  We  cant  just  say  no  anymore.  The  sentiment  to  sell  the  PMAs  is  too 
strong  and  the  strategy  of  just  plain  opposing  the  sale  isn't  likely  to  work 
forever. 

11.  MBMPA's  position  is  to  let  APPA  argue  the  issue  on  our  behalf. 


2.         Mark  Glaess  •  MN  Rural  Electric  Association 

1.  BPA  rates  have  gone  up.  In  part  this  has  come  about  because  of 
additional  costs  associated  with  environmental  law,  particularly  the 
Endangered  Species  Act. 

2.  What  effect  will  the  Endangered  Species  Act  have  on  our  WAPA  rates?  A 
transfer  of  ownership  won't  effect  that  liability.  We  will  be  no  worse  or  no 
better  off  than  we  would  otherwise  be. 

3.  Glen  English  responded  by  saying  that  liability  for  endangered  species  costs 
should  go  to  all  citizens  and  not  just  to  those  who  get  power  from  the 
PMAs. 
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3.  Debbie  Levine  -  California 

1.  Debbie  represents  the  Desert  Southwest  Group. 

2.  Debbie  supports  acquiring  the  assets  by  purchasing  them  outright. 

3.  The  Desert  Southwest  Group  is  currently  having  some  disputes  with 
WAP  A. 

4.  The  Desert  Southwest  Group  wants  more  local  control. 

5/         If  we  don't  buy  the  PMAs  now  under  favorable  terms  and  conditions,  the 
option  of  doing  that  may  be  taken  away  in  the  future. 

6.         If  we  don't  have  agreement  in  this  group  on  how  to  proceed,  the  Desert 
Southwest  Group  will  move  on  its  own. 

4.  Mark  Mitchell  •  Ex.  Dir.  of  Arizona  Power  Authority 

1.  Our  biggest  strength  is  to  move  forward  together  and  support  a  common 
proposal. 

2.  We  definitely  have  an  opportunity  now  to  gain  control  of  the  PMA  assets. 

3.  The  Hoover  Group  is  working  on  apurchase  option. 

4.  We  would  prefer  a  lease  over  a  purchase  as  a  way  to  provide  more 
insxilation  from  the  liabilities  we  would  incur  if  we  purchased  the  PMAs. 

5.  We  think  that  we  could  seek  preferential  terms  in  a  lease  and  then 
guarantee  that  those  rights  continue  for  a  possible  future  purchase. 

6.  A  lease  now,  instead  of  a  purchase,  could  avoid  future  liabilities. 

7.  The  Arizona  Power  Authority  believes  that  rates  can  go  down  because  the 
PMAs  can  be  operated  more  efficiently  than  they  presently  are. 

8.  Under  a  lease,  it  may  be  possible  to  avoid  paying  both  state  and  federal 
taxes  as  is  presently  the  case. 

Reply  by  Glen  English 

1.  The  biggest  decision  to  make  is  not  whether  to  lease  or  buy  but  rather  do 
you  want  to  do  one  or  the  other  of  these  as  contrasted  to  just  categorically 
opposing  a  sale. 

2.  You  can't  break  the  PMAs  into  pieces.   If  you  divide  them  up  you  will 
have  all  sorts  of  problems. 
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Reply  by  Jeff  Nelson 

1.  East  River  holds  the  largest  WAPA  allocation  in  the  Pick-Sloan  Project. 

2.  We  feel  that  we  absolutely  need  assurance  of  having  no  rate  increases 
regardless  of  what  happens. 

3.  The  discussions  in  Congress,  however,  only  talk  about  protection  on  the 
amount  of  rate  increases  and  they  don't  deal  with  a  prohibition  on  any  rate 
increase. 

Reply  by  Alan  Richardsoo 

1.  It  is  the  lOU's  that  are  talking  about  providing  the  protection  of  Umiting 
rate  increases.   We  should  be  arguing  that  there  should  be  no  rate 
increases  at  all. 

2.  If  you  can  buy  the  PMAs  at  $2.6  billion,  that  is  50%  of  their  net  present 
value,  that's  a  steal. 

3.  If  you  pay  anything  more  than  that,  there  will  have  to  be  a  rate  increase. 

4.  We're  i&ccd  with  a  veiy  tough  situation.  The  Federal  Government  needs 
money. 

5.  Just  saying  no  has  been  our  rallying  cry  in  the  past. 
Reply  by  Glen  English 

1.  The  issue  of  what  represents  a  zero  rate  increase  is  for  APPA  and  NRECA 
to  define. 

2.  Requiring  that  there  be  no  rate  increase  is  the  argument  we  can  use 
against  the  lOU  proposals. 

Z         When  we  argue  to  get  it  at  $2.6  billion  and  for  no  rate  increase,  we're 
arguing  to  get  it  for  less  than  it's  worth.  That's  what  we  want. 
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6.  Dale  Van  Erter  •  Mayor  of  Sioux  City  Iowa 

1.  Sioux  City  is  a  MBMPA  customer. 

2.  Question:   "Is  there  any  revenue  available  from  irrigation?" 

Answer:         Jeff  Nelson:   "Irrigation  revenue  would  be  based  on  ability  to 
pay.     85%  of  irrigation  cost  must  come  from  power  sales. 
Irrigation  can't  be  counted  on  to  raise  revenue." 

Reply  by  JefT  Nelson 

1,  The  bigger  issue  here  is  how  to  deal  with  the  costs  that  are  presently 
allocated  to  future  irrigation  projects  which  will  never  be  built.   We  are 
getting  the  free  use  of  that  generation  now  and  may  not  be  able  to  get  this 
portion  free  if  the  PMAs  are  sold. 

2.  A  lease  option  may  be  a  way  to  minimize  the  liability  of  picking  up  those 
costs  which  are  now  deferred  to  future  and  uncertain  irrigation  projects. 

7.  Walt  Canney  -  General  Manager,  Lincoln  Electric  System  (Nebraska) 

1.         Question:       "What  concept  of  governance  would  be  contemplated?" 

Answer:   Glen  English:   "This  will  be  a  tough  issue.   I  envision  that  it  will 
involve  equal  representation  from  coops  and  municipals  and  that  it  will  not 
be  based  on  current  allocations.   I  won't  accept  governance  based  on 
allocation  amounts." 

8.  Frank  Knudson  •  Tri  State  G&T 

1.  I  am  concerned  about  the  amount  of  past  rate  increases  from  WAPA. 

2.  Customers  need  to  get  control  of  PMA  assets  to  prevent  future  rate 
increases. 

3.  We  better  move  quickly  to  get  a  good  deal  while  we  can. 

9.  Gill  Hanson  •  KEMA  (Kansas) 

1.  There  are  39  cities  on  the  KEMA  system. 

2.  We  should  develop  a  strategy  to  keep  unity  among  us. 

3.  KEMA  doesn't  want  to  make  a  decision  now  on  whether  to  buy  or  lease. 

4.  If  we  make  a  decision  today  to  buy  or  sell,  that  is  an  irreversible  decision 
and  could  cause  us  regrets  in  the  future. 

11 
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Reply  by  Gien  English 


1.  If  you  wjint  to  preserve  your  options  till  a  later  day,  you  may  lose  your 

flexibility  and  it  may  winding  up  costing  you  more.   There's  no  looking 
back  after  September  1.    If  you  don't  want  to  move  forward  with  a 
purchase  or  a  lease  then  you  have  also  chosen  an  irreversible  position. 


Reply  by  Gill  Hanson  to  Glen  English 

1.         How  can  you  make  a  decision  if  you  don't  know  what  it  will  cost? 

10.  Gr^  Sherman  •  Marshall,  Minnesota 

1.  Question:   "Wouldn't  the  lOU's  have  the  same  environmental  risk  if  they 
were  to  purchase  the  PMAs?" 

Answer:    "Yes  they  would,  but  the  lOU's  wiU  just  pass  those  environmental 
costs  on  to  their  customers." 

2.  The  purchase  price  in  the  future  will  be  much  higher  than  what  we  might 
be  able  to  get  now. 

11.  Howard  Johl  -  Kimbleton  (MBMPA  Customer) 

1  The  PMAs  will  likely  be  sold  sometime  and  the  cost  will  go  up  later  so  we 

might  as  well  buy  them  now. 

2.         Together  we  can  win  this  thing,  if  we're  separated  we  fall. 

12.  Harold  Skybahl  -  Sioux  City  Iowa  (President  of  MBMPA) 

1.  We  have  a  window  of  opportunity  now  to  get  a  good  deal. 

2.  If  the  lOU's  buy  the  PMAs,  they  will  ch^ge  us  3-4c/kwhr  for  the  power. 
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13.  Bob  Martin  •  Rushmore  Electric,  Rapid  City 

1.         Question:  "Are  we  talking  about  buying  WAP  A  or  are  we  talking  about 
buying  all  the  PMAs?" 

Answer:  Alan  Richardson:   "There  must  be  unity  among  all  of  the  PMAs  as 
to  what  approach  to  use.   We  likely  can't  do  one  thing  for  one  PMA  and 
something  different  for  another." 

Answer:   Glen  English:   SEPA  and  SWPA  are  already  very  unified. 

14.  Bryan  Jobson  -  Sacramento  Municipal  Utilities  District 

1.  SMUD  is  the  largest  WAPA  customer  of  all. 

2.  We  would  be  more  comfortable  if  we  had  a  written  proposal  to  look  at. 

3.  We  are  concerned  about  the  economic  and  political  risk  if  we  make  a 
decision  to  buy  now. 

4.  The  risks  in  buying  the  PMAs  must  be  quantified. 

5.  Each  project  must  be  treated  separately. 

6.  We  need  to  begin  by  discussing  these  proposals  with  Congress  and  the 
Administration. 

7.  We  have  been  taking  the  high  ground  of  protecting  our  customers  from  any 
rate  increase.  That  strategy  that  will  be  lost  if  we  make  an  offer  to  buy  the 
PMAs  only  to  have  the  lOU's  bid  it  up. 

8.  SMUD  definitely  wants  a  project  by  project  treatment. 

9.  We  insist  that  this  not  be  a  one  size  fits  all  proposal.   We  want  more  local 
control  than  we  now  have. 

Reply  by  Glen  English 

1.  It  would  be  nice  to  be  able  to  lay  a  specific  proposal  on  the  table  but  the 
problem  is  politics  don't  allow  this. 

2.  This  thing  will  likely  change  as  it  moves  along.   You're  going  to  have  to 
trust  us  at  APPA  and  NRECA  to  develop  and  advance  this. 

3.  We  will  try  to  minimize  risk  by  limiting  liability. 

13 
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4.  The  key  to  this  must  be  to  keep  it  as  simple  as  possible. 

5.  We  must  argue  that  the  lOlTs  will  raise  rates  and  that  any  rate  increase  is 
unacceptable. 

6.  This  deal  must  be  based  on  the  premise  that  the  status  quo  needs  to  be 
preserved. 

7.  The  Pick-Sloan  rates  can't  be  changed  without  legislation. 
15.       LeRoy  Neubauer  -  Valley  City 

1.  Valley  city  is  one  of  the  ND  Municipals  and  is  very  dependant  on  the 
WAPA  preference  power  to  maintain  low  rates. 

2.  The  rates  for  Valley  City  could  double  under  a  sale  at  market  based  prices. 


3.        We  must  buy  WAPA  now  to  preserve  our  low  prices. 

16.  Harris  Davis  •  Sioux  Valley  Electric,  Sioux  Falls 

1.        Question:   "Will  the  sale  of  the  Alaska  Power  Authority  give  us  any 
guidelines  on  how  .':e  sale  of  other  PMAs  might  go?' 

Answer   "^^o.   In  Alaska  the  state  is  involved  in  the  purchase  and  there 
are  no  lOUs  that  have  been  involved  in  any  way.   The  Alaskan  Power 
Authority  sale  has  taken  over  10  years  to  put  together.   We  won't  have  that 
much  time  and  this  deal  will  be  much  more  complex." 

17.  Jeff  Nelson  -  East  River 

1.        Question:   "Can  we  really  expect  to  be  able  to  buy  the  PMAs  for  $2.6 
billion?" 

Answer:    Glen  English:   "There  are  a  lot  of  Pigs  in  the  Poke  on  this  one. 
That  is  to  say  that  there  are  a  lot  of  things  that  could  come  up  that  we 
don't  know  about  now." 

Answer  Alan  Richardson:  "I  don't  think  the  $2.6  billion  price  will  hold. 
$2.6  billion  is  a  difficult  price  to  support  politically.  It's  a  damn  good  deal 
if  you  can  get  it  though." 

14 
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18.       JefT  Genser  •  law  firm  -  Duncan  Weinberg  Keller 

1.  There  are  no  guarantees  in  any  of  this. 

2.  Congress  is  very  budget  driven  right  now  and  they  are  likely  to  look  for  any 
sources  of  revenue  that  they  can  find. 

•     3.        KISS  (Keep  it  Simple  Stupid)  may  or  may  not  work.  There  are  other 
things  that  may  come  in  to  play  here. 

4.  Senator  Murkowski  has  said  that  the  sale  is  not  likely  to  happen  this  year. 

5.  Bob  Nordbaus  has  presented  testimony  that  has  stated  that  the  sale  of  the 
PMAs  should  yield  $4.47  billion. 

6.  Scott  Klug  will  insist,  at  a  minimum,  on  at  least  getting  the  amount  that 
Nordhaus  has  testified  to. 

7.  Representative  Schaefer,  Colorado,  will  propose  withdrawing  the  sale  of 
petroleum  from  the  federal  petroleimi  reserves.   If  this  happens,  one  of  the 
other  revenue  options  will  be  removed  and  Congress  could  look  to  the 
PMAs  for  even  more  money. 

8.  The  final  budget  recommendations  will  be  budget  driven  and  some  of  these 
other  issues  may  be  difficult  to  argue. 

9.  The  only  thing  we  know  is  that  Congress  needs  to  raise  a  lot  of  money. 

10.  Proposing  a  sale  is  lisky  because  once  you  agree  to  the  sale,  you  won't  be 
able  to  control  the  issue  anymore  and  you  may  get  others  wanting  a  chance 
to  buy  it. 

11.  Watch  closely  what  happens  to  sale  of  petroleum  reserves,  that  could  be  an 
indication  of  how  badly  Congress  may  need  to  get  money  out  of  the  PMAs. 

12.  Opening  up  the  ANWR  is  an  alternative  to  PMA  sale,  but  Clinton  would 
likely  veto  it.   If  ANWR  were  opened,  though,  that  could  raise  a  lot  of 
money  and  maybe  there  would  be  less  pressure  to  sell  the  PMAs. 

13.  You  have  to  give  your  national  associations  wide  latitude  in  developing  this 
issue. 

14.  You  have  to  stay  unified  or  you  will  lose  much  of  your  political  force. 
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Reply  by  Glen  English  to  Jeff  Genser 


Don't  get  hung  up  on  the  numbers,  whether  it's  S2.6  billion  or  not,  or  how 
feasible  it  is. 

The  question  isn't  so  much  the  number  as  it  is  "Do  you  want  to  buy  the 
PMAs  or  do  you  want  to  continue  saying,  Hell  no,  we  don't  want  them 
sold.   Where  do  you  want  to  go?" 

As  to  price,  if  the  price  goes  above  S2.6  billion,  then  the  horse  is  out  of  the 
bam  and  you  won't  be  able  to  preserve  the  sale  for  the  existing  customers. 
You  have  to  argue  that  $2.6  billion  is  the  absolute  highest  price  because 
anything  more  will  result  in  a  rate  increase  and  any  rate  increase  must  be 
resisted. 

Our  strategy  should  be  to  argue  for  a  quick  sale  at  S2.6  billion  and  get  the 
President's  support  by  providing  him  the  an  opportunity  to  declare  a 
victory.   He  can  say  that  he  proposed  selling  the  PMAs  and  that  he  has 
accomplished  it  and  has  gotten  the  government  out  of  the  power  business. 
Everybody  should  be  happy. 

The  price  wiU  get  settled  politically  and  we  should  develop  a  moral  high 
ground  position  to  insist  on  a  sale  to  current  customers  at  a  price  that  will 
result  in  no  rate  increases.  That  number  is  $2.6  billion  and  we  have  to 
justify  the  rightness  of  the  number  on  the  philosophical  reasons,  not  the 
financial  details. 


19.       Leslie  James  -  Manager  Contracts,  Salt  River  Project 

1.  The  SRP  owns  the  Navajo  contract  -  Not  the  U.S. 

2.  Navajo  is  not  for  sale  because  Salt  River  has  it  tied  up.    Regardless  of  what 
you  may  hear  to  the  contrary,  the  Navajo  project  is  not  a  part  of  any  of 
these  discussions. 
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24.       Craig  Osbrock  -  Brookings,  Soutti  Dakota 

1.  We  have  to  yield  to  our  national  organizations  and  let  them  represent  us. 

2.  This  country  seems  to  have  a  love  affair  with  deregulation.    Deregulation  is 
being  promoted  by  big  business  interests  and  not  by  the  customers  or  by 
customer  interests. 

3.  We  must  argue  that  competition  isn't  necessarily  good. 

4.  The  lOU's  will  keep  up  the  attack  on  us  and  we  must  try  and  keep  them 
off  our  back. 

5.  We  should  argue  for  owning  or  leasing  and  we  should  drop  our  position  of 
just  being  opposed  to  any  sale. 

21.       Denny  Valentine  -  >fPPD 

1.  The  best  deal  would  be  to  buy  the  assets  for  $2.6  billion  and  then  sell  them 
back  to  the  lOU's  for  $9-$  14  billion. 

2.  We  would  like  to  see  the  numbers  associated  with  the  options. 

3.  We  would  like  to  see  a  group  to  get  together  and  develop  numbers  and  a 
strategy. 

R^ly  to  Denny  Valentine  by  Glen  English 

1.  We  don't  have  the  time.  This  has  to  get  put  together  in  August.   We  need 
to  know  today  what  we  shotild  do. 

2.  Our  options  are  the  following: 

a.  Continue  to  say  no  and  fight  it  to  the  death. 

b.  Offer  to  buy  the  PMAs. 

c.  Put  together  a  lease  proposal. 
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22.  Dennis  Hill  •  North  Dakota  Association  of  Rural  Electrics 

1.  We  started  out  in  the  beguming  by  just  saying,  "Hell  no." 

2.  What  has  happened?   Have  we  lost  ground?   We  didn't  used  to  talk  about 
anything  except  flat  out  opposition  to  a  sale. 

3.  Byron  Dorgan  has  said,   "Hell  no,  it  won't  go."  He  has  led  the  fight  for  us 
in  Washington  and  has  done  a  good  job  of  keeping  up  the  opposition  to  a 
sale  of  any  kind.   We  can't  let  Dorgan  down  and  turn  around  now  and  say 
"OK,  I  guess  we  have  decided  to  buy  it."   It's  a  matter  of  principle.  Until 
we're  convinced  there  are  no  other  options  except  a  purchase,  we  can't 
decide  to  go  ahead  and  do  this. 

Response  from  Glen  English  to  Dennis  Hill 

1.         Either  we  support  Doolittle's  proposal  or  offer  an  alternative. 

23.  Gerald  Oberg  •  McClain  Electric 

1.  40%  of  our  power  comes  from  WAP  A. 

2.  We're  opposed  to  throwing  in  the  towel.  We'd  like  to  continue  to  oppose 
the  sale. 

3.  Does  anybody  know  what  the  remaining  life  of  dams  is? 

24.  Dan  Boyce  •  E^ast  Grand  Forics,  Minnesota 

1.        60%  our  power  comes  from  WAP  A.. 

25.  Al  Crowser  -  Alexandria,  Minnesota 

1.  50%  of  our  power  comes  from  WAP  A, 

2.  We  need  more  local  input  in  developing  alternatives. 

2(.       Bryan  Jobson  -  Sacramento  Municipal  Utilities  District 

1.         Maybe  we  should  be  ready  to  buy  -  but  we  shouldn't  offer  to  do  so  until  we 
know  more. 

27,       Steve  Brevig  -  NIPCO  -  Iowa 

1.        Should  this  group  meet  again  if  necessary? 
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28.       Dennis  Hill  •  North  Dakota  Association  of  Rural  Electrics 

1.  Our  direction  can't  change  based  on  this  meeting. 

2.  I  don't  have  the  authority  from  my  board  to  make  any  decision  here  and 
none  of  the  others  has  the  authority  to  speak  for  their  organizations 

».       Ron  Mortenson  •  OPPD 

1.  Only  5%  of  our  power  comes  from  WAPA. 

2.  We  can't  just  sit  on  our  hands,  we  have  to  do  something. 
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MID-WEST  ELECTRIC  CONSUMERS  ASSOCIATION 
PMA  FORUM 

Water  and  Power  Marketing  Committee  Report 

Issues 
•System  Value 

•Customer  Acquisition-Financing 
•Suballocated/Joint  Costs 
•Ultimate  Development 
•Unfinished  Irrigation 
•Taxes 

System  Valuation  Studies  [Pick-Sloan] 

•Assumptions 
-Purchase  occurs  at  12/31/98 

-"Drought"  deficits  at  $28  million  (Currrently  $175  mil- 
Uon) 

-No  suballocated  costs 
-No  incomplete  irrigation  costs 
-No  "ultimate  development" 
-PRS  replacement/additions  through  1998 
-PV  includes  principle,  interest  and  "booked"  aid  to  irriga- 
tion 

•Results  @  PV  of: 
6%  — $1,343  bil 
7%  — $1,217  bil 
8%  — $1,112  bil 
9%  — $1,023  bil 
10%^  $0,948  bU 


System  Rate  Impact — Financing 

•Assumptions 
-85%  debt/15%  equity  financing 
-Acquisition  cost  $1,112  bil  (8%  PV) 
-Interest  on  debt:  7.225% 
-Equity  value:  6.5% 
-30  year  repayment 
-O&M  same  as  PRS 

•Results 
-Decrease  of  $8  million/year  or  -0.8  mills/kwh 


(1) 
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Suballocated/Joint  Costs 

•Power  investments  "set-aside"  (suballocated)  in  anticipation  of 
future  federal  irrigation  development  along  with  "sunk"  (existing) 
investments  in  common  facilities  now  allocated  to  irrigation  (joint 
costs) 

-Suballocated  costs    —  $300  million 
-Joint  irrigation  costs — $120  million 

Total  —  $420  (@0%  interest) 
-350  MW  (currently  marketed  as  firm) 
•Potential  Rate  Impact 
-0-3.8*  mills/kwh  (0  to  $38  million/year) 
*25  years  @  7.8%  interest 

Ultimate  Development 

•Commitment  of  power  revenues  to  aid  in  federal  irrigation 
project  repa3nnent 

-Current:  $725  million 

-Future:    $5.9  billion 
•Potential  rate  impact 

-Oto? 

-Political  vs.  economic  issue 

Unfinished  Irrigation 

•Funds  appropriated  for  the  uncompleted  Garrison  Irrigation 
Project  which  is  currently  "outside"  repayment  obligation — $133 
million  plus  $71  million  in  several  other  unfinished  projects 
-$204  million 
•Potential  rate  impact  (Garrison) 
-0  to  1.3  mills/kwh  (0  to  $13  million/year) 

Taxes 

•Depending  on  the  form  of  ownership  federal  taxes  may  be  ap- 
plied and  state  property  taxes  will  be  applied 
•Potential  rate  impact 
-Assuming  a  $1.5  billion  "taxable"  base  and  equivalent  of 
3%  property  tax  rate: 
$45  million/year 
4.5  mills/kwh 
-Federal  taxes:  ? 


Annual  Impact 

$(millions) 

RatesCmills  /  kwh) 

Financing 

($8) 

(.8) 

Suballocated/ 

0— $38 

0—3.8 

Joint  Costs 

Ultimate  development 

0—? 

0—? 

Unfinished  irrigation 

0    $13 

0—1.3 

Taxes 

$45 

4.5 

Total  $(8)— $96         (.8)— 9.6 
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3 
Other  Key  Issues 


•Competing  operational  priorities 

•Native  Americans 

•State/Federal  customers 

•Insurance/liability 

•Loss  of  current  "walk-away" 

•Federal  Sovereignty 
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Mid-West  Electric  CcRSumers  Association 


Jun«  20,  l«:»5 


TvMC  lieiatc 


[Jcar  Picii-Slow  Ciis'.i'incr. 

Th-;  UiiiifJ  Siaies  C'onj;ie«s  eoniin-'es  Ui  con>;;)cr  w'.itlher  v.t  nol  lo  «!! 
the  Wf.':icni  Area  Powci  Admiiiiiiiaikm  aiul  oi!h.t  fcdciTJ  Power  Marketing 
Ad)iiiniMnlion.<t.  Bo(h  ihc  5<<:na!-.-  a-id  the  Hoi:.>e  Budgcl  Resolutions  call  fnr 
sslc  cf  the  I'M  As.  l"rt  riic  ScTia'.c  ."•Ixe  iiiciiiJeU  on  an«nilincril  upiwsiiig  sale  of 
the  PMAs.  Conferees  arc  nKcling  io  resolve  iJirfcnriiccr.  tctwccii  ilic  two 
vprsionx.  IK-  ni'thorziiig  coniniilicvs  are  ;uM  l>*3ii!nir.j(  to  i:'jiis;d;r  issues 
nssdciutcJ  '.vitl'i  sale  ol  ih.^se  v.ilujolc  f«dcral  as«:;.,.  Nunicroiis  Uiils  have  besn 
uiircdutcd  oalliop  for  Ihi  ink  oftlic  fedi^ral  Power  M5;ksi'ng  Adinidijanlions. 

On  July  ?  7  at  1:00  p.ui.  in  Sioux  Fall*.  Hit  Mid-VVosf  Electric 
Consonjvrs  As-itrialivw  wiU  be  cwnvening  a  special  m^eli^;■  i.T  Jll  rfck-Sl«>on 
cr»ti.su!r.t'--«M»iu-d  ckclric  iitiilGcs  tt>  Orsotss  ami  ivjisider  ai:(ionr<  in 
Congress  relating  ti>  tJw  PMAN.  Tni!  •ii#eliin',  '*''"  ''*"  cojiv<ned  at  the 
HownnI  Jiiiinsurt  Uo(*l  al  3}W)  \^>st  Kusselt.  »Ye  iTiIf  atljonni  iJjs't 
al^emiion.  Tor  '.li'v^c  iicoJiiif  ro(M!i  iT-sciviiiions.  Ih,;  iiuniiicr  al  iloftaii! 
.'•olinsoirs  is  G()5-3:w>  'yOtiO. 


Tl'.c  piiipivw  or  ll>c  mcciiiig  is  lo  proviiltf  a  foiiiin  for  Pick-Sloan 
cu.«niniers.  Wc  will  S-;  ■.ip.lntini^  yrn;  on  ihc  itstus  <;f  PMA  attiv-iics  in 
Cf!i:!!rcS5.  and  i!ir  pro-^prcts  a':;!  prtvess  for  omgressioiial  action.  Wc  will  be 
df  voting  a  g'wd  deal  oi  (iinc  to  di<(.u.s.-.iof'o  no  Ihx  wc  may  belter  adJtcss  ihc 
v'jr^cms  and  iiersiitctivcs  of  !'ick-5i'vui  cu-iiomers.  'A'e  have  inviicil  our 
j-..)ii'.«nal  wjiiKiatir.ns,  APPA  and  NRJXA,  to  aiiend  as  well. 

Kvery'.nic  has  it")  many  nicciir.^'.  these  days,  bet  it  is  itnpoiiani  for  yoi>  lo 
attend  llli.^  sc:i:;i'.j"..  \\  wc  arc  id  suevceJ  in  jM'.nsciiiig  our  iitttrcsts.  wc  ipusi 
mnintniii  lb:  uiiiiy  [t<M  has  served  tlie  Mi.<.S')iiii  River  l:asin  so  well  fur  so  neny 
yciLTs.  T<i  inai:i(:-.:u  lh;i;  unity  ♦.c  mwst  work  logether  ii;  u.ndcrstandiny  ihe  nnliire 
c'f  the  issue.""  "oiifit'n'.irg  ns  and  de-.'ldir-ij  •.ir'On  n  ctwirsc  of  aciion  i|i:,i  is  In  ."hr; 
be>i  ii:terf:.i  (.fall. 
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ir  you  will  be  attending  this  Pick-Sloan  forum,  please  return  the  enclosed 
response  for  as  soon  as  possible  so  that  we  can  finish  planning  the  logistics  for 
this  meeting.  We  look  forward  to  seeing  you  in  Sioux  Falls. 


'  Thomas  P.  Graves 


Executive  Director 
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Exhibit   B. 


Electric  Co-Ops  and  Municipal  Utilities 
Seek  to  Buy  U.S.  Assets  at  Bargain  Price 


By  Benjamin  A.  Holden 

SlOZ/RfpO'lfO/TlIK  WALL  STUEET  Jol.K>l»L 

Groups  representing  member-owned 
electric  cooperatives  and  municipal  utili- 
ties have  devised  a  plan  to  buy  federal 
power  assets  for  less  than  one-third  of  their 
market  value,  which  studies  put  at  S9 
billion  or  more,  according  to  an  executive 
familiar  with  the  plan. 

At  a  July  meeting  in  Sioux  Falls.  S.D.. 
executives  of  the  American  Public  Power 
Association  and  the  National  Rural  Elec- 
tric Cooperative  Association  outlined  a  S2.6 
billion  bid  for  three  of  the  five  Power 
Marketing  Administrations  operated  by 
the  Department  of  Energy,  says  a  utility 
executive  who  attended.  The  five  agencies 
own  hydroelectnc  dams  and  transmission 
lines  that  crisscross  the  country  and  gener- 
ate 6%  o(  the  nation's  power. 

In  the  spring,  the  Clinton  administra- 
tion announced  as  part  of  its  1996  budget  a 
plan  to  sell  three  of  the  power  agencies  for 
a.7  billion.  The  power  assoaations  oppose 
selling  the  assets  to  anyone  but  the  cus- 
tomer? of  the  agencies,  namely  their  or- 
ganizations' members.  They  argue  that 
investor-owned  utilities,  if  permitted  to 
buy  the  agencies,  will  raise  rates  to  recoup 
their  investments.  Investor-owned  utilities 
support  selling  the  agencies,  but  argue  the 
government  can  realize  the  full  value  of  the 
assets  only  through  competitive  bidding. 

The  government  hasn't  decided  what 
Jorro  the  sales  will  take.  But  the  assoaa- 
tions' idea  of  a  so-called  preference  sale 
carries  weight  because  their  members  buy 
the  bulk  of  the  agencies'  power.  The  asso- 
ciations argue  they  thus  have  a  quasi-own- 
ership  intetast  in  the  power  assets.  Indeed. 

'  a  fourth  agtfncy  in  Alaska  appears  to  be  on 
the  verge  of  being  sold,  without  bidding,  to 
its  customers. 

The  National  Rural  association  criti- 

.  cized  the  Clinton  plan  as  "an  open  invita- 
tion to  investor-owned  utilities  to  raise  the 


electric  rates  of  America. "  and  in  a  recent 
policy  paper  on  the  matter,  the  American 
Public  association  said  it  "strongly  op- 
poses "  the  sale  of  the  agencies  to  anyone 
other  than  the  existing  customers.  Neither 
group  relumed  repeated  phone  calls  seek- 
ing comment  on  the  matter. 

"Their  argument  is  'We've  paid  tor 
them,  therefore  we  own  them.'  "  says  Rep. 
Scott  L.  Klug  (R..  Wis.),  head  of  the  House 
Privatization  Task  Force.  "But  when  1  pay 
my  bill  at  Wisconsin  Power  &  Light,  they 
don't  send  me  shares  of  stock  and  say 
thanks  for  buying  our  electricity. " 

Opponents  of  preference  sales  were  less 
kind  upon  hearing  of  the  proposed  bid. 
"This  is  outrageous.""  said  Tom  Kuhn. 
president  of  the  Edison  Electric  Institute, 
the  investor-owned  utilities'  trade  group. 
"They're  asking  for  a  raid  on  the  American 
treasury. " 

The  investor-owned  utilities  press  this 
argument  by  pointing  to  about  10  compet- 
ing studies  on  the  value  of  the  assets  put 
together  by  various  Washington  govern- 
ment and  lobbying  groups.  The  studies 
value  the  assets  at  S9  billion  U  S14  billion. 

"I  think  S2.6  billion  is  off  by  a  factor  of 
four."  said  Ward  L.  Uggerud.  a  vice  presi- 
dent at  Otter  Tail  Power  Co.,  based  in 
Fergus  Falls,  Minn.  ""It's  a  fire  sale."" 

Otter  Tail  is  among  the  handlul  of 
investor-owned  utilities  that  have  at- 
tempted to  demonstrate  the  money-raising 
potential  of  the  power  agencies  by  lobbing 
in  actual  bids.  Eariier  this  year.  Tucson 
Electric  Power  Co.  offered  about  S550 
million  for  the  Arizona-based  assets  of  one 
of  the  agencies. 

Rep.  Klug  said  the  pending  $77  million 
sale  of  the  Alaska  Power  Administration. 
is  "a  done  deal""  and  should  be  completed 
soon.  The  tentative  no-bid  deal  was 
reached  last  month  with  the  city  of  Anchor- 
age and  the  agency"s  custonen. 

Rep.  Klug  says  be  Uvon  competitive 


sales  in  some  cases.  "Each  [power  agency- 
may  be  treated  differently. '  he  said. 
•Some  should  be  leased,  some  sold  to 
preference  customers,  some  to  investor- 
owned  utilities.  But  to  say  we're  going  lo 
put  them  in  a  bloc  and  sell  them  to 
preferential  customers  at  fire-sale  prices  is 
absolutely  nuts.  " 

But  no  matter  how  they  are  done,  the 
sales  must  go  ahead,  says  Rep.  Klug. 
•■"Fwenty-eight  percent  of  the  DOE  does 
nothing  more  than  run"  the  power  agen- 
cies, he  said.  "If  you  re  going  to  do  any 
(dismantling  of  I  the  Depanment  of  En- 
ergy, the  lagenciesl  have  got  to  go  " 
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SUNDAY  EDITION 


The  Forum 


SUNDAY,  MARCH  17,  1996 


, FARGO-MOORHEAD 


WhatisWAPA? 

The  Western  Area 
ftjwer  Administration 
seKs  and  tiansmits 
tederaf  electric  pcwrer 
in  1 5  western  states 
R  is  one  ol  five  tedera! 
power  martceting 
adniintstratons.  or  PMAs,  under 
the  Department  of  Energy. 


In  WAPA's  Wissoup  Basm  Eastern 
(fivoion.  eight  hydroelectnc  dams 
generate  5.9  million  megawatt  hours  of 
efectncity  a  year,  h  provides  power  tor  1 90 
municipalities  and  2<l  umt^reila  ruraJ  eleahc 
cooperalives  in  North  Dakota,  South  Dakota. 
Minnesota.  Iowa  and  Nebiaska. 


What  is  Otter  Tail  Power  Co.  proposing? 

►  Otter  Tail  wants  lo  take  over  managemenl  of  WAPA's  Eastern  Missouri  Baan 
system  for  five  years  for  a  pilot  study  to  establish  guidelines  tor  the  eventual 

of  the  five  PMAs  to  pnvaie  investors  It  would  receive  Si  0  million  yearly 
for  the  study. 
►Otter Tail  advocates  raising  rates  tor  muniapal  and  rural  eiectnc  cooperatives 
receiving  public  hydropower  -  an  average  of  25  to  30  percent  tor  muniapal 
customers.  5  percent  tor  rural  eiectnc  customers- 

►  Rates  wouW  decrease  for  tarmers,  American  Indians  and  government  customers 
►The  higher  rates  would  generate  added  revenues  of  Si  02  million  a  year.  North 

Dakota  would  have  a  claim  on  S20  million  a  year  to  pay  tor  water  development  tor 
irrigatKXi  projects  never  builL 

SoufCM:  waPa.  One'  Tail  Power  Co 


^X 


Bruce  Fumess. 

Fargo  Mayor: 

"We're  interested 
in  inything  we  can 
'^  do  to  soive  our 
probtems 
the  future ' 


Sen.  Byron 
Dorgan,  D-N.D: 

This  IS  a  utility 
company  trial 


5    'Washington 

-^•'M  doesn't  have 

^     . '  $500  million  to     | 

give  away  for 

water  profects 


Sen.  Kent 

Conrad,  D-N.D.: 

'ti  they  did  get 
that  money 
freed  up  there'd 
be  a  lot  of 
people  there        \ 
to  snatch  It"        i 


DAWN  BREHW  /  The  Ponim 
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Untapped 
potential? 

Otter  Tail  Power  says 
hydropower  savings  could 
end  N.D.'s  water  problems 

Making  people  pay 
for  'free  power'  key, 
says  power  company 


By  Patrick  Springer 

The  Forum 


North  Dakota's  dream  of  piping  Missouri 
River  water  to  the  Red  River  Valley  has 
failed  to  materialize  for  many  reasons  that 
largely  boil  down  to  one  big  reason:  lack  of  money. 

Otter  Tail  Power  Co.  is  floating  a  proposal  It  says 
would  raise  S20  milhon  a  year  for  water  develop^ 
ment  in  North  Dakota  without  raising  taxes. 

The  catch:  Thousands  of  electricity  customers  - 
primarily  municipal  power  consumers  -  in  a  six- 
state  re^on  woiild  pay  more  for  public  hydropow- 
er generated  by  Missouri  River  dams. 

Much  more,  in  some  cases. 

Rates  would  jump  27  percent  in  Moorhead.  for 
example,  and  35  percent  in  Valley  Qty,  N.D..  under 
the  Oner  Tail  proposal  for  mana^ng  federal 
hydropower  in  a  region  including  North  Dakota. 
South  Dakota  and  western  Minnesota. 

Overall,  however,  the  rate  increase  would  be 
about  5  percent.  Otter  Tail  says.  And  rates  for  farm- 
ers and  American  Indians  would  not  go  up. 

The  utility  argues  that  boosting  public 
hydropower  rates  is  a  more  realistic  funding 
source  for  water  development  tjian  asking  money 
from  a  Congress  struggUng  with  deficits. 

"The  plain  and  simple  fact  is  Washington  doesn't 
have  S500  million  to  give  away."  says  Ward 
Uggerud.  Otter  Tail's  vice  president  of  operations. 

"One  of  the  reasons  there's  a  water  problem  is 
jbody  has  been  able  to  figure  out  how  to  fund  it." 
Uggerud  says  Taxpayer  subsidies  hold  hydropow- 
er costs  well  below  market  rates.  Oner  Tail  and  oth- 
ers argue. 


"We're  not  the  only  ones  who  are 
saying  that,"  Uggerud  says.  "The 
Inspector  General  says  the  same 
thing." 

The  InspeCTor  General  for  the 
Department  of  Interior  determined 
in  1993  that  one  quarter  of  the 
investment  for  power  features  of  the 
Missouri  Basin  system  was  allocated 
to  irrigation  projects  that  never  will 
be  built,  including  Garrison  Diver- 
sion. 

Until  the  costs  are  made  the  respon- 
sibihty  of  the  electricity  rate  payers. 
taxpayers  will  continue  paying  S2 
million  annually  for  operation  and 
maintenance  costs.  Taxpayers  pay 
another  S30 miUion  annually  in  inter- 
est to  finance  S382  million  in  costs, 
the  Inspeaor  General  concluded. 

Debt  disagreement 

Two-thirds  of  the  S2.6  biUion  it  cost 
to  build  the  Pick-Sloan  Missouri  Basin 
Projea  remains  unpaid,  47  years  after 
the  power  system  went  into  service. 
Otter  Tail.  says.  Hydropower  cus- 
tomers disagree,  they  say  40  percent 
of  the  debt  has  been  paid. 


On  average.  Western  Area  Power 
Administration's  (WAPA)  Missouri 
Basin  has  paid  annual  interest  rates 
of  just  1.6  percent.  Otter  Tail  main- 
tains. At  that  rate  it  would  take  150 
years  to  retire  the  project's  debt. 
Uggerud  says. 

"There  are  no  unrecovered  costs." 
says  Tom  Heller,  general  manager  of 
Missouri  Basin  Municipal  Power 
Agency  in  Sioux  Falls.  S.D.,  which 
sells  hydropower  to  58  municipah- 
ties.  including  Moorhead  and  Valley 
City  "The  interest  rate  is  actually 
higher  than  they  have  indicated." 

In  essence.  Otter  Tail  says  its  plan 
would  end  subsidies  for  abandoned 
irrigation  power,  requiring  customers 
to  pay  Lhe  true  costs  -  and  generating 
addinonal  revenues  of  S102  million  a 
year  for  the  federal  treasury. 

Payoff  for  N.D. 

North  Dakota  would  have  a  legiti- 
mate claim  to  one-fifth  of  that 
amount.  Otter  Tail  says.  That's 
because  the  state  was  slated  to 
receive  one-fifth  of  promised  irriga- 
tion acres  from  water  projects  never 
built.  Uggerud  says. 

That's  not  a  good  swap.  Sen.  Byron 
Dorgan,  D-N.D..  says. 
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WAPA  customers 


ik)RTH  DAKOTA 

■  Municipal  Customers 

*  •^Cavalier  *  Northwood 

.>lBiaAon  •  Park  River 

^;t  HBisboro  •  Riverdale 

•  Hope  •  Sharon 
•Utota  •  Valley  City 

•  Maddock 

Cooperative  Customers 

•  basin  Bectric  Power  Cooperative 

•  Capital  Bectric  Cooperative 

•  Central  Power  Electric  Cooperative 
-(Includes allocation  for MAFB) 
».KB4  Bectric  Cooperative 

•  "Mmntete  Power  Cooperative 

'  '(Includes  allocaUon  for  GFAFB) 
f  ,•  Mof-GramSou  Bectric  Cooperative 


■^^^^^^h 


MINNESOTA 

Municipal  Customers 
47  iMes  Including: 

<^Ada 
'*  Alexandria 

•  Bamesville 

•  Breckenndge 

•  Detroit  Lakes 


hialstad 

Hawley 

Moorhead 

Ortonville 

Wadena 


Cooperative  Customers 
28  coops  including: 

•  Beltrami 

•  Oearwater-Polk 
•^  Itasca-Mantrap 
«  Lake  Region 
vF^Lake 

•  Red  River 
-?vTodd-Wadena 


■rVOfiver-Mercer  Bectric  Cooperative     ^*^NiA  R<C8 
•^m^iudesalocation  to,  Stanton  .H^  ^^  Minnesota 


State  of  North  Dakota 

^Gtaflan  State  School 
^::McLeart-Shefidan 
Vi^.  MB  &  Bevator  Assn. 
^^^MD.  State  School  for  ttw  Deal 
'^kb.  State  School  of  Science 
^;^.D.  State  Hospitat-Jamestown 
-ir^liO.  State  Unhwrsity-Bottineau 
^:^%tD.  State  Water  Convnissnn 
f  •^ChavecBly  of  North  Dakota- 
?^4acand  Forks 


>^F«Sus  PaOs  State  Hospital 

'-^Southwest  KAinesota 

^«tatoUnweisity 

^  W/Bmar  Regional  Treatment  Center 

Jk-Jl  -  ^ 

FEDERAL 
GOVERNMENT 

•  U.S.  Bureau  of  Indian  Anairs: 
Beteourt&Ft.Totten    ^tji. 

•  Minot  Air  Force  Base     '"Z.^   -yi—si 

•  Grand  Forks  Air  Force  BaseS-?*?'^ 


•^    fU. 


Source  WAPA 

"This  is  a  utility  company  that 
wants  tc  raise  electrical  rates  for  peo- 
ple," he  says.  "I  guess  that's  the  busi- 
ness they're  in." 

Dorgan  was  a  leader  in  a  fight  last 
year  in  Congress  to  block  proposals 
to  sell  the  federal  power  systems, 
including  WAPA,  which  includes  the 
Missouri  Basin  projects. 

Oner  Tail  wants  to  manage 
WAPA's  Missouri  Basin  power  sys- 
tem during  a  flve-yeiir  pilot  projea. 
It  would  study  ways  to  ease  the  tran- 
sition of  selling  the  federal  power 
systems  to  private  Investors,  an  idea 
Congress  rejected  last  year. 

"This  is  just  a  masquerade  cos- 
tume," Dorgan  says.  'What  they've 
done  is  put  a  new  costume  on  a  pro- 
posal that's  tired  and  worn  out  and 
long  buned  and  troned  it  out  again." 

The  Otter  Tail  proposal  faces 
formidable  challenges,  says  Sen. 
Kent  Conrad,  D-N.D. 

"We've  not  had  a  chance  to  evalu- 
ate the  full  implications,  but  I've  got 
to  say  to  you  that  I  think  it  is  highly 
unlikely  that  what  they've  proposed 
here  would  ever  come  to  pass,"  Con- 
rad says. 

"They  would  be  taking  on  so  many 
constituencies  in  so  many  pans  of 
the  country  that  any  objeaive  view 
is  that  It's  unlikely  to  happen,'  he 
says.  "And  if  they  did  get  that  money 
freed  up  there 'd  be  a  lot  of  people 
there  to  snatch  it." 
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Money  makes  allies 

But  officials  representing  Fargo  - 
which  does  not  receive  low-cost 
hydropower  -  are  interested  in  the 
Oner  Tail  proposal  as  a  means  of  rais- 
ing money  for  water  development. 

"We're  interested  In  anything  we 
can  do  to  solve  our  water  problems  in 
the  future,"  says  Fargo  Mayor  Bruce 
Fumess.  "It  could  benefit  Fargo  but  it 
could  hurt  a  lot  of  people  around 
Fargo.  We  wemt  to  be  sensitive  to 
that." 

Jon  Lindgren,  who  represents  Cass 
County  on  the  Garrison  Diversion 
Conservancy  District  and  preceded 
Fumess  as  mayor,  believes  Oner 
Tail's  proposal  has  more  merit  than 
simply  asking  Congress  for  more  fed- 
eral tax  money. 

"It  seems  very  apparent  that  the 
power  rates  are  too  low,"  Lindgren 
says.  "If  they're  too  low  they  need  to 
be  increased.  There  would  be  a  lot  of 
money  if  they  were.  Some  of  it  could 
go  to  water  development  in  North 
Dakota." 

Proponents~of  North  Dakota's  Gar- 
rison Diversion  Project,  which 
would  carry  Missouri  River  water  to 
the  east,  last  fall  outlined  a  plan 
seeking  S40b  million  in  additional 
federal  payments  to  finish  the  water 
projeo,  and  $75  million  In  state  sup- 
port. 


The  plan  by  the  Garrison  Diver- 
sion Conservancy  District  does  not 
propose  raising  hydropower  rates, 
but  lays  claim  to  money  for 
hydropower  allocated  for  irrigation 
feat\ires  never  built. 

Garrison  Diversion's  plan  seeks  to 
get  money  from  the  irrigation  alloca- 
tion to  the  project  -  valued  at  S800 
million  -  vrithout  raising  electric 
rates.  It  hasn't  worked  out  how.  The 
board  has  not  taken  a  stand  on  Oner 
Tail's  propossJ. 

"I  don't  think  it  would  be  an  issue 
of  the  district  to  appraise  that  pro- 
posal," says  Garrison  Diversion 
Manager  Warren  Jamison.  "It's  a 
power  issue." 

Rates  would  jump 

Under  Otter  Tail's  plan,  rates 
would  increase  more  sharply  for 
municipal  power  customers  than 
rural  electric  customers  because  a 
much  higher  proportion  of  munici- 
pal power  is  low-cost  public 
hydropower. 

Municipal  hydropower  customers 
would  pay  electric  bills  averaging 
25  to  30  percent  more  under  the 
Oner  Tall  plan.  "But  their  rates 
would  still  be  far  below  the  state 
average,'  Uggerud  says. 
■  For  instance,  Moorhead  Public 
Service,  which  receives  65  percent 
of  its  electricity  from  low-cost  pub- 
lic hydropower,  would  face  a  27 
percent  increase.  That  translates 
into  SI 20  a  year  for  a  typical  resi- 
dential user. 

"That's  a  good  hit  on  your  elec- 
tricity bill,"  says  Bill  Schwandt,  gen- 
eral manager  of  Moorhead  Public 
Service.  The  non-profit  utility 
should  not  be  penalized  for  holding 
its  rates  down  and  making  a  v<rise 
decision  40  years  ago  to  buy  public 
hydropower,  he  says. 

Even  with  a  27-percent  rate 
Increase,  Moorhead  power  rates 
still  would  be  20  percent  below 
rates  paid  by  Northern  States  Power 
Co.  customers  in  Fargo,  Uggerud 
says.  The  Moorhead  Increase  would 
raise  SS  million  a  year,  Uggerud 
says. 

"It's  a  no-brainer,"  he  says.  "What 
Moorhead  gets  paid  in  subsidies 
pays  for  the  Devils  Lake  solution  in 
two  years."  A  solution  for  flooding 
at  North  Dakota's  Devils  Lake 
would  cost  an  estimated  S8  milhon. 

Schwandfs  response:  "So  he'd 
like  Moorhead  to  pay  for  Devils 
Lake's  problem?" 

Price  hikes  vs.  efficiency 

Rural  electric  and  municipal 
power  customers  argue  that  Otter 
Tail,  a  private  utility,  is  trying  to 
force  its  public  power  competitors 
to  charge  higher  rates.  A  new  era  is 
coming  in  the  power  industry, 
where  large  customers  especially 
will  be  able  to  choose  their  power 
suppUer. 
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A  subcommittee  of  the  House 
Resources  Committee  has  requested 
a  study  of  the  hydropower  alloca- 
tions by  the  General  Accounting 
Office,  the  investigative  arm  of 
Congress,  based  on  Uggerud's  notes 
and  other  information.  Uggerud 
expects  to  be  subpoenaed. 

Dorgan  stepped  in  with  a  request 
of  his  own.  He  wrote  a  letter  Feb.  7 
asking  the  GAO  to  study  unanticipat- 
ed flood  control  and  navigation  ben- 
efits to  states  downstream  from  the 
Missouri  River  dams.  "Take  a  look  at 
the  other  half  as  well  so  we  can  see 
the  whole  map,"  he  says. 

Sen.  Kent  Conrad,  D-N.D.,  says  the 
power  allocation  issue  is  worth 
studying,  but  doubts  Otter  Tail's  pro- 
posed privatization  study  ever  will 
pass  Congress. 

Fargo  Mayor  Bruce  Fumess  wrote 
the  North  Dakota  congressionzd  dele- 
gation asking  them  to  support  the 
allocation  study.  "We  think  this  is 
something  that  should  be  investigat- 
ed emd  determined,"  he  says.  Fargo, 
which  does  not  receive  the  low-cost 
hydropower,  is  interested  in  a  fund- 
ing source  for  future  water  needs. 

The  "free  power"  does  not  go  to 
distinct  customers.  It  gets  blended 
v«th  public  hydroelectric  transmis- 
sioiis  going  to  scores  of  rural  electric 
co-ops  and  mxmicipal  power  compa- 
nies in  WAPA's  eastern  Missouri 
Basin  region. 

The  financial  bottom  line,  accord- 
ing to  Uggerud:  ciistomers  of  pubUc 
power  in  effea  get  a  15-percent  dis- 
count for  their  electricity,  because 
their  rates  pay  only  85  percent  of 
capital  costs  associated  with  irriga- 
tion power. 

Rural  electric  and  municipal 
power  administrators  note,  however, 
that  about  15  percent  of  WAPA's 
eastern  Missouri  Basin  power  goes 
to  private  utilities,  although  Otter 
Tail  is  not  one  of  them. 


Instead  of  becoming  more  effi- 
cient, "They're  approaching  it  from 
another  direction,"  says  Heller,  who 
managed  Moorhead  Public  Service 
before  heading  Missouri  Basin 
Municipal  Power  Agency.  "They're 
trying  to  get  everybody  else  to  pay  . 
more.  That's  how  they're  trsring  to  [ 
compete."  ; 

Otter  Tail's  return  for  its  proposed .  j 
hydropower  management  study:  a  i 
fee  of  roughly  $10  million  a  year,  to  ' 
pay  administration  and  research 
costs,  which  would  include  identi- 
fying farmers  and  American  Indi- 
ans who  would  receive  reduced-^ 
rate   power.   It   will   recommend 
gvudeUnes  for  private  ownership  of 

the  hydropower  system  and  a  grad- 
ual schedule  to  avoid  "rate  shock" 
for  customers. 

The  company  insists  it  has  no 
plans  to  bid  for  any  public 
hydropower  assets,  a  position  Dor- 
gan, zmiong  others,  regards  as  dubi- 
ous. Instead,  Uggerud  says,  Otter 
Tail  is  offering  a  viable  means  of 
raising  money  for  significant  water 
development,  vital  for  North  Dako- 
ta's economic  future. 

"We  walk  away  at  the  end  of  five 
years,"  Uggerud  says,  "and 
Congress  will  have  a  very  valuable 
study." 
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Uggerud  a  potential 
witness  in  probe  of 
hydropower  abuses 


By  Patrick  Springer 
TbeFortun 


1  Uggerud  had  an  Invitation  In  hand  but 
'  kept  alow  profile  at  a  stntegjr  meeting 
last  July  in  Sioux  Falls.  S  J),  of  executives 
for  municipal 

"That's  not  their 


^j>pyver.  Jluit[s_ 

^government  :: 

power."  -       , 


mart  Uggnud 

'  '  oavJTil  Po«» 


and  rural  elec- 
tric agencies 
that  sell  public 
hydropower. 

As  a  vice  pres- 
ident of 
investor-owned 
Otter  Tail  Power 
Co,  the  inadver- 
tently invited 
Uggerud  was  an 
unwelcome 

guest  at  the  conference  of  his  arch-rival  public 
power  administrators. 

They  spoke  candidly.  Uggerud  kept  quiet  and  took 
notes. 

What  he  heard  startled  him;  the  agencies'  electric- 
ity customers  received  a  bonanza  of  free  power  - 
unbilled  capital  costs  of  J200  million,  maybe  $420 
millinn  maybe  more  -  from  electridly  originally 
slated  for  federal  irrigation  projects  never  built 

Otter  TxiL,  based  in  Fergus  Fails,  Minn  ,  claims  the 
full  implications  of  the  "free  power"  effectively  have 
b~n  kept  secret  from  the  general  public  for 

des,  buried  in  dense  bureaucratic  language  in 
o^iCure  reports 

"That's  not  their  power,"  Uggerud  says.  "That's 
government  power." 

Now  Uggerud  finds  himself  a 
potential  key  wlmess  in  a  conces- 
sional investigation  of  possible 
public  hydropower  abuses  -  and 
the  target  of  allegations  he  engaged 
in  "corporate  espionage." 

Otter  Tail  is  pushing  a  proposal  to 
study  privatiiing  hydropower  gen- 
erated by  the  eastern  Missouri 
Basin  power  system  of  the  federal 
Western  Area  Power  Administra- 
tion, which  serves  rural  electric 
and  municipal  power  customers  in 
North  Dakota,  South  Dakota, 
Nebraska,  western  Minnesota  and 
western  Iowa. 

Rural  electric  and  municipal  power 
agencies  hotly  deny  acting  improper- 
ly or  hiding  secret  subsidies.  They  j 
say  the  power  allocations  follow  laws 
passed  years  ago  by  Congress- 

Hydropower  Catch-22 

The  controversy  highlights  a 
largely  ignored  bureaucratic  Catch-  | 
22  stemming  from  a  1944  flood 
control  act  that  authoriied  con- 
struction of  Missouri  River  dams. 
Including  Garrison  Dam  In  North 
Dakota. 


As   compensation  for  massive 
flooding  from  the  dams  -  roughly 
500,000  inundated  acres  each  in-! 
North  Dakota  and  South  Dakota  - 
major    irrigation    projecu    were 
promised  the  states.  Large  alloca- 
tions of  low-cost  hydropower  from   , 
Uie  dams  were  made  to  irrigation  I 
projects. 

'  But  custoniers  were  not.  to  be  ! 
charged  for  the  irrigation' power 
costs  imtil  irrigatton  vras  delivered 

-  and,  50  years  later,  most  of  the~ 
projects  have  been  abandoned,  vic- 
tims of  environmental  and  bud- 
getary battles 

Cheap  power  for  irrigation  flows 
thoughout  WAPA's  eastern  divi- 
sion; only  11  percent  of  WAPA  irri- 
gation projects  were  built. 

Uggerud  stumbled  onto  the  Catch- 
22  at  the  July  17  meeting  of  the  Mid- 
West  Electric  Consumers  Associa- 
tion, held  in  Sioux  Falls.  The  meet- 
ing, attended  by  around  150  munid- 
p^  and  rural  electric  executives, 
was  called  to  discuss  a  plan  by  the 
public  power  agencies  to  buy  the 
assets  of  WAPA  and  two  other  feder- 
'al  power  marketing  administrations. 

Buyout  busted  up 

Their  proposed  price:  S2.6  billion, 
less  than  one-third  of  their  market 
value,  estimated  at  S9  billion  or 
_more,_The  _Wall  Street  Journal 
■  reported  the  scheme  in  September 

-  based  on  Uggerud's  notes  and 
corroborated  by  other  information 

-  and  the  buyout  by  so-called  pref- 
erence customers  fell  apart." 

The  purehase.  called  "a  steal"  by 
one  executive  at  the  meeting, 
reversed  the  preference  cvistomers' 
vehement  objection  to  privatiza- 
tion. They  offered  the  bid  as  an 
alternative  to  a  Clinton  administra- 
tion plan  to  sell  the  power  agencies 
for  S3  7  bilbon,  a  plan  killed  last 
year  m  the  Senate,  in  an  attack  in 
which  Sen.  Byron  Dorgan,  D-N.D.. 
played  a  leading  role. 

Jeff  Nelson,  general  manager  of 
East  River  Electric  Power  Coopera- 
tive in  Madison,  S.D.,  said  the  irri- 
gation power  allocation  subsidies 
associated  with  projects  like  North 
Dakota's  uncompleted  Garrison 
Diversion  '  Project  are  widely 
knowm.  ■    .* 

It  doesn't  strike  me  as  much  of  a 
secret  that  Garrison  wasn't  built," 
Nelson  says.  Those  numbers  have 
always  been  available." 


Not  really,  Uggerud  maintains. 
Allocations  were  noted;  free  power 
was  not  spelled  out 

The  power  for  unbuilt  irrigation 
projecu  is  not  disclosed  in  WAPA's 
annual  reports.  It  is  mentioned  in 
obtuse  phrases  such  as  "suballoca- 
Uon"  in  public  power  documents. 

A  1994  congressional  report, ' 
"Taking  From  the  Taxpayer  Public  I 
Subsidies  for  Natural  Resource 
Development,"  notes  a  1993  Inspec- 
tor General's  study  that  determined  I 
that  one-fourth  of  the  investment ' 
for  WAPA's  eastern  Missouri  Basin  ! 
system  was  allocated  to  irrigation 
projects  not  likely  to  be  built. 

"There's  no  secrecy  other  than 
what  the  plan  is  here,"  Nelson  says, 
referring  to  a  copyright  protecting 
Otter  TaD's  plan. 

.  Uggerud's  notes  quote  Nelson  as 
saying  S204  million  of  eastern 
WAPA  system  costs  are  not  being 
recovered,  meaning  that  electricity 
is  being  used  at  no  cost  by  cus- 
tomers. "We  are  getting  the  free  use 
of  that  generation  now  and  may 
not  be  able  to  get  this  portion  free  iif 
the  PMAs'  -  power  marketing 
administrations  -  "are  sold."  Nel- 
son told  the  Sioux  Falls  meeting. 

Nelson  says  Otter  Tail  does  not 
publicize  its  own  subsidies:  $12.7 
million  in  tax  breaks  in  1993  alone, 
totaling  SI20  million  over  the 
years  Uggerud  says  the  investment 
tax  credits  are  available  to  any 
business  and  are  not  unique  to  pri- 
vate utilities 

'Corporate  espionage' 

Nelson  does  not  deny  the  remarks, 
but  says  Uggerud's  surreptitious 
notes  were  an  act  of  "corporate  espi- 
onage" aimed  at  fordng  the  sale  of 
hydropower  assets. 

Uggerud  says  he  is  willing  to  testi- 
fy under  oath  about  his  notes.  "What 
they  said  was  this  is  wrong  but  we 
kind  of  like  it  that  way,"  he  says. 

Uggerud's  notes  and  allegations 
have  come  to  the  attention  of  a  con- 
gressional comminee  that  is  investi- 
gating whether  WAPA  and  other  fed- 
eral power  marketing  administra- 
tions are  selling  some  of  their  elec- 
triaty  at  no  cost 
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Tastinony  of  Bruce  C.  Driver 

Good  morning,  Mr.  Chairman  and  Members  of  the  Subcommittee,  I 
am  Bruce  Driver.  My  business  address  is  2260  Baseline  Road, 
Boulder,  Colorado  80302.  I  am  speaking  today  on  behalf  of  the  Land 
and  Water  Fund  of  the  Rockies,  the  Midwest  Office  and  South  Dakota 
Division  of  the  Izaak  Walton  League  of  America^  the  Natural 
Resources  Defense  Council  and  the  National  wildlife  Federation. 
All  are  organizations  with  an  interest  in  the  impact  of  federal 
electric  and  water  policy  on  the  natural  environment.  An 
attachment  to  my  testimony  briefly  describes  each  organization. 

My  testimony  today  addresses:  (1)  the  allocation  of  the  costs 
of  the  Pick-Sloan  Missouri  Basin  Project  and  (2)  the  Otter  Tail 
Power  Company  proposal  to  privatize  the  Billings  Marketing  Area  of 
the  Western  Area  Power  Administration  (WAPA). 

I.  PICK-SLQAM  COST  ALLOCATI(»t 
The  "Audit  Report  No.  93-1-1641,  Pick-Sloan  Missouri  Basin 
Program  Cost  Allocation,  Bureau  of  Reclamation,"  authored  by  the 
U.S.  Department  of  the  Interior,  Office  of  Inspector  General,  dated 
September,  1993,  concludes  that,  absent  cost  reallocation, 
Investment  costs  of  $382  million  (nearly  $200  million  in  present 
value  terms)  in  Pick-Sloan  Missouri  Basin  Project  (PSNBP) 
facilities  may  not  be  recovered  from  project  users.  This  situation 
developed,  the  Audit  Report  describes,  as  a  result  of  the 


^  The  League  sponsors  this  testimony  but  does  not 
necessarily  support  the  positions  of  the  testimony  co-sponsors  on 
PMA  privatization  made  elsewhere. 
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allocation  of  certain  reservoir  storage  and  power  facility  costs  to 
future  irrigation  development  that  is  not  likely  to  occur.  Power 
users  appear  to  benefit  from  the  operation  of  these  reservoir  and 
power  facility  investments,  but  are  not  fully  paying  for  them.  It 
also  appears  that  the  reallocation  of  costs  away  from  future 
irrigation  projects  to  power  users — the  step  necessary  to  rectify 
this  situation — can  be  made  only  by  Congress. 

He  do  not  collectively  take  a  position  on  whether  Congress 
should  reallocate  costs  related  to  future  irrigation  projects  that 
are  unlikely  to  be  built  to  power  use.  Whether  such  reallocation 
should  take  place  raises  issues  of  policy  that  go  beyond  the  scope 
of  ny  testimony. 

We  do  believe,  however,  that,  should  Congress  decide  to 
reallocate  these  costs  and  thereby  raise  additional  revenues  from 
project  power  users,  it  should  refrain  from  re-directing  or 
allowing  these  revenues  to  flow  towards  unsound  water  projects.  As 
this  Subcommittee  knows  well,  completion  of  water  projects 
originally  conceived  as  part  of  the  PSMBP  have  been  the  subject  of 
contentious  disputes  in  Congress,  some  of  them  settled  by  Congress 
in  the  Garrison  Reformulation  Act  of  1986.  In  our  view,  it  makes 
little  sense  to  create  pressure  to  re-open  these  disputes  by 
holding  out  the  possibility  that  Congress  might  earmark  or  permit 
additional  power  revenues  for  use  in  the  construction  of  water 
projects  that  have  already  been  limited  or  defeated  by  Congress. 

Our  concerns  in  this  regard  have  been  heightened  by  the  latest 
proposal  being  circulated  by  the  Garrison  Conservancy  Subdistrict 
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of  North  Dakota.  According  to  the  National  Wildlife  Federation 
(NWF),  a  Garrison  proposal  dated  February  7,  1996  asks  for  $800 
million  in  federal  water  and  power  funds  to  "finance  irrigation 
projects  to  build  what  fanners  had  expected  from  the  federal 
governnent  over  the  past  51  years."  The  proposal,  NWF  indicates, 
requests  an  additional  $400  Billion  in  federal  buy-out 
appropriations  fron  Congress  for  a  total  of  $1.2  billion.  NWF  is 
concerned  that  the  noney  that  the  District  seeks  for  water  projects 
for  which  Congress  has  already  limited  federal  taxpayer  support 
years  ago  may  somehow  be  made  available  from  higher  PSMBP  power 
rates . 

II.  OTTBR  TAIL  PRIVATIZATION  PROPOSAL 

Otter  Tail  Power  Company  has  proposed  a  "pilot  privatization" 
project  for  the  Billings  Marketing  Area  of  the  Pick  Sloan  Project 
(proposal).  My  understanding  of  the  proposal  is  based  on  an 
eleven-page  docxiaent  published  by  Otter  Tail  in  April  1995  and 
revised  January  1996.' 

A.  The  Proposal 

Otter  Tail  proposes  to  enter  into  a  5-year  contract  to 
"manage,  operate  and  maintain  the  Billings  Marketing  Area  of  WAPA," 
also  known  as  the  Eastern  Division  of  the  Pick-Sloan  Missouri  Basin 
Project.  (Proposal,  page  1.)  Otter  Tail  would  "take  over  all 
power  marketing  activities  and  would  implement  strategies  to 
transition  rates  to  market  levels."   (Id.)   Otter  Tail  would  have 


'  "Proposal  for  a  pilot  project  to  privatize  the  Billings 
Marketing  Area  of  WAPA,"  Otter  Tail  Power  Company,  April  1995 
(Revised  January  1996). 
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"complete  flexibility  on  all  operational  natters,  including 
pricing."  (Proposal,  page  9.)  However,  Otter  Tail  believes  that 
it  can  limit  or  avoid  rate  increases  to  "production  agricultural 
customers  of  the  rural  cooperatives  now  receiving  allocations  of 
federal  preference  power..."  and  Native  American  residential 
customers.  State  and  federal  institutional  customers  would  receive 
their  full  allocations  of  power  for  free.  (Proposal,  pp.  6-7.) 
Otter  Tail  would  earn  a  management  fee  of  one  mill  per  kilowatt- 
hour  for  this  service.  (Proposal,  p.  1)  Revenues  in  excess  of 
costs  would  be  returned  to  the  U.S.  Treasury.   (Id. ) 

B.  Issues  raised  by  the  Otter  Tail  proposal* 

1.    Absence  of  detail  on  kev  issues 

The  proposal  focuses  on  just  one  aspect  of  privatization— 
"transitioning"  the  price  of  Pick  Sloan/Eastern  Division  power  to 
market  levels— but  appears  to  ignore  many  other  issues  raised  by 
privatization,  such  as  the  following: 

a.  WAPA's  Eastern  Division  power  sale  contracts  expire  in 
2000.  In  November,  1995,  WAPA  promulgated  regulations  (60  FR 
54151)  that  would  extend  current  Eastern  Division  contracts  for  20 
years.  Would  Otter  Tail  honor  this  regulation,  or  does  it,  under 
the  rubric  of  "complete  flexibility"  seek  authority  to  ignore  it? 
Indeed,  would  any  preference  for  tribes,  municipalities  and 
cooperatives  still  exist  under  the  proposal? 

Under  the  aforementioned  regulations  WAPA  would  also  create  a 


*  In  commenting  on  the  Otter  Tail  proposal,  we  take  no 
position  regarding  whether  privatization  of  the  Eastern  Division  of 
any  other  Power  Marketing  Administrations  is  or  is  not  appropriate. 
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resource  pool  of  up  to  6t  of  the  narketable  resource,  prinarily  to 
be  nade  available  to  new  customers,  but  possibly  also  to  meet 
evolving  water-related  environmental  needs  within  the  Missouri 
River  Basin.  Does  Otter  Tail  seek  authority  to  ignore  the  resource 
pool?  Otter  Tail  does  not  answer  these  important  questions  in  the 
documentation  I  have  seen. 

b.  At  the  same  time  that  HAPA  promulgated  rules  to  guide 
the  allocation  of  power  to  Eastern  Division  customers,  it  also 
implemented  Integrated  Resource  Planning  (IRP)  rules  for  its 
customers.  These  rules  were  promulgated  under  the  direction  of 
Congress  in  Section  114  of  the  Energy  Policy  Act  of  1992  (EPAct). 
The  rules  require  WAPA  customers,  including  its  Eastern  Division 
customers,  to  file  IRP  documentation  for  review  by  WAPA  showing 
that  they  have  evaluated  the  full  range  of  demand-  and  supply-side 
alternatives  for  energy  resources  on  their  systems. 

WAPA  customers  must  file  their  Integrated  Resource  Plans 
(IRPs)  or  "small  customer  plans"  within  one  year  from  the  date  of 
the  promulgation  of  the  IRP  regulations  (or  18  months  therefrom  if 
customers  file  joint  IRPs)  and  again  every  five  years  thereafter. 
Western  must  review  each  of  the  filed  IRPs  or  plans  and,  among 
other  things,  determine  their  reasonableness.  Non-complying 
customers  can  lose  a  portion  of  their  power  allocation. 

As  of  1994  WAPA  had  274  Eastern  Division  customers,  all  or 
most  of  whom  will  have  to  file  IRPs,  either  singularly  or  as  part 
of  groups  of  customers.  Does  Otter  Tail  propose  to  take  over  the 
implementation  of  WAPA's  IRP  regulations?   Its  proposal  is  not 
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clear.  Can  it  physically  do  so?  Would  it  be  appropriate  to  have 
Otter  Tail,  a  potential  competitor  with  utilities  who  file  IRPs, 
reviewing  their  IRPs  and  passing  judgment  on  them?  If  Otter  Tail 
does  not  intend  to  take  over  WAPA's  IRP  responsibilities,  will  it 
implement  the  marketing  penalty  provisions  of  WAPA's  IRP 
regulations  for  non-complying  WAPA  customers? 

c.  There  are  other  aspects  of  national  energy  policy  that 
WAPA  is  beginning  to  integrate  into  its  power  marketing  decisions, 
including  the  integration  of  non-hydro  renewable  resources  into  its 
resource  mix.  Will  Otter  Tail  implement  these  policies  when  it 
takes  over  the  marketing  of  power  from  WAPA?  Has  Otter  Tail  even 
thought  about  how  it  will  shoulder  the  energy  and  environmental 
policy  burdens  being  integrated  into  WAPA's  power  marketing 
programs? 

d.  WAPA  markets  power  from  multi-purpose  facilities  that 
meet  power,  irrigation,  recreational,  fish,  wildlife,  navigational, 
municipal  and  industrial  and  other  needs.  An  attempt  is  made  to 
meet  these  needs  in  a  balanced  way  after  discussions  between  WAPA, 
the  Bureau  of  Reclamation,  the  U.S.  Army  Corps  of  Engineers, 
Missouri  Basin  states  and  tribes.  The  U.S.  Environmental 
Protection  Agency,  U.S.  Fish  and  Wildlife  Service,  Bureau  of  Indian 
Affairs  and  other  federal  agencies  also  have  interests  in  the 
operation  of  Pick-Sloan  facilities  as  do  non-governmental 
organizations,  including  environmental  groups,  irrigators, 
recreational  users  and  many  others.  In  short,  operation  of  the 
Missouri  River  is  a  complex,  contested  and,  sometimes,  politicized 
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matter.  Just  what  role  does  Otter  Tail  see  for  itself  in  operation 

of  Missouri  River  facilities?   Does  Otter  Tail  expect  to  take  on 

WAPA's  role  in  participating  in  the  governance  of  Missouri  River 

facilities?  Would  this  be  appropriate? 

2.    The  propriety  of  one  stakeholder  aiaona  many— Otter  Tail  — 
privatizing  the  Eastern  DiviBion 

Having  just  one  entity  among  the  many  who  are  stakeholders  of 

the  Eastern  Division  "privatize"  the  Division  raises  problems. 

Among  them  are: 

a.  Should  a  utility  be  in  the  position  of  raising  the 
rates  of  its  utility  competitors? 

Competition  is  increasing  in  the  electric  industry.  Otter 
Tail  already  must  compete  with  WAPA's  utility  customers  in 
wholesale  electric  markets.  Within  a  matter  of  a  few  years, 
depending  on  the  evolution  of  utility  regulatory  policy  in  the 
states  in  which  Otter  Tail  operates.  Otter  Tail  and  WAPA  customers 
may  be  competing  for  retail  electric  loads. 

Otter  Tail's  proposal  puts  it  in  a  position  to  manipulate  the 
rates  of  other  utilities  with  which  it  may  compete  in  all  markets 
within  a  few  years.  This  would  *  enable  Otter  Tail  to  stifle 
competition  or  to  shape  it  to  suit  its  needs.  At  a  minimum,  this 
aspect  of  the  proposal  is  likely  to  breed  skepticism  among  current 
WAPA  utility  customers  regarding  its  fairness. 

b.  Should  one  stakeholder,  among  many,  privatize  a 
multi-purpose  system? 

Subsection  1  of  this  section  discusses  some  of  the  many  issues 

raised  by  privatizing  the  Eastern  Division,  including  issues  of 

energy  and  environmental  policy.  Is  it  appropriate  for  just  one  of 
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the  nany  stakeholders  to  take  the  lead  in  privatizing  such  a 

system?   Does  not  any  such  privatization,  assuming  it  would  be 

appropriate  at  all,  require  the  involvement  of  all  affected  publics 

and  the  balancing  of  policy  objectives?   Is  Otter  Tail  the  right 

entity  to  lead  this  effort?  Should  not  any  such  effort  be  led  or 

convened  by  federal  agencies,  who  at  least  together  should  have  a 

broader  view  of  the  issues  than  one  lone  utility?  We  think  these 

questions  raise  considerable  doubt  regarding  the  propriety  of 

giving  the  task  of  leading  a  privatization  effort  to  Otter  Tail. 

c.  Assuming  that  one  utility  could  lead  a 
privatization  effort,  is  Otter  Tail  the  right 
utility? 

Otter  Tail  is  proposing  to  take  on  the  marketing  of  power  from 
41  federal  hydroelectric  units  with  an  installed  capacity  of  2800 
megawatts.  It  is  also  asking  to  take  on  the  burden  of  serving  the 
partial  loads  of  WAPA's  274  Eastern  Division  customers,  including 
47  municipalities  in  Iowa,  46  in  Minnesota,  51  in  Nebraska,  11  in 
North  Dakota  and  33  in  South  Dakota.  Otter  Tail  would  also  have  to 
meet  the  partial  needs  of  25  rural  electric  cooperatives,  4  federal 
agencies  including  Ellsworth  Air  Force  base,  34  state  agencies 
around  the  region,  seven  public  utility  districts,  3  irrigation 
districts  and  even  9  shareholder-owned  utilities  like  Otter  Tail. 
Is  Otter  Tail  the  proper  entity  to  take  on  these  tasks? 

4.  Where  will  revenues  from  higher  power  rates  go? 

As  indicated  above,  in  its  published  proposal  Otter  Tail 
promises  to  return  revenues  in  excess  of  costs  to  the  federal 
Treasury.    Indeed,   the  proposal  promises  higher  returns  to 
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taxpayers  if  it  is  allowed  to  inplenent  its  proposal.  However, 
Otter  Tail  is  reported  to  be  promising  that  at  least  a  portion  of 
the  increased  revenues  it  would  raise  from  higher  rates  for  WAPA 
power  would  flow  to  new  water  projects  in  North  Dakota. 

According  to  an  article  in  the  Fargo  Forum  by  Patrick 
Springer,  "Otter  Tail  Power  Company  is  floating  a  proposal  it  says 
would  raise  $20  million  a  year  for  water  development  in  North 
Dakota  without  raising  taxes."  Otter  Tail  Vice-President  Ward 
Uggerud  was  quoted  in  the  same  article  as  stating  that  "Otter  Tail 
is  offering  a  viable  means  of  raising  money  for  significant  water 
development  vital  for  North  Dakota's  economic  future." 

Which  is  it?  Money  for  federal  taxpayers  or  to  pay  for  water 
development?  Is  it  both?  What  about  water  development  in  other 
states  that  WAPA  now  serves  with  Eastern  Division  resources,  like 
Nebraska,  Wisconsin,  Iowa,  Minnesota  or  Montana?  Is  the  proposal 
to  siphon  off  power  revenues  into  developments  in  these  states, 
too?  Will  there  be  anything  left  for  the  federal  taxpayer? 

5.  The  fee  arrangement 

Otter  Tail  seeks  a  fee  for  its  management,  operation  and 
maintenance  of  WAPA's  Eastern  Division  equal  to  1  mill  per 
kilowatt-hour  of  the  Division's  sales.  In  1994  WAPA  sold 
10,309,106,000  kilowatt-hours  of  electricity  to  Eastern  Division 
customers.  Thus,  in  1994  Otter  Tail's  fee  would  have  been  $10.3 
million.  Over  the  five  years  of  its  pilot  proposal,  assuming  1994 
sales  levels.  Otter  Tail  would  earn  over  $51,000,000  for  its 
services.  This  sounds  like  a  lot  of  money  to  implement  a  proposal 
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that  may  accomplish  only  one  objective:  To  raise  electric  rates. 
Are  there  sufficient  cost-savings  or  other  benefits  that  make  this 
deal  worth  entering  into? 

6.  Relationship  between  cost  reallocation  and  Otter  Tail 
Suppose  that  Congress  determines  to  reallocate  costs  to  power 

users  as  discussed  in  Section  I,  above.  How  close  to  market  value 
would  WAPA  power  be  after  reallocation?  Put  another  way,  how  much 
additional  revenue  would  be  raised  for  federal  taxpayers  by  Otter 
Tail's  proposal  above  and  beyond  that  already  raised  by  cost 
reallocation? 

7.  Is  Otter  Tail's  proposal  a  good  experiment  to  shed  light 
on  national  PMA  privatization  policy? 

Otter  Tail  represents  that  "the  experience  [of  implementing 
the  Otter  Tail  proposal]  will  be  helpful  in  establishing  the  ground 
rules  for  open  and  competitive  sales  as  well  as  for  additional 
leases  or  operating  contracts  or  sales  for  western's  other 
marketing  areas  and  the  other  Power  Marketing  Administrations." 
(Proposal,  page  1.)  It  is  this  representation  that  initially  drew 
our  attention  to  the  Otter  Tail  proposal. 

The  concerns  raised  in  my  testimony  cause  me  to  conclude  that 
the  Otter  Tail  proposal  would  not  lead  to  the  establishment  of 
ground  rules  to  guide  privatization  of  other  WAPA  marketing  areas 
or  other  PHAs,  assuming  any  such  privatization  is  appropriate  at 
all. 
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Attachment:  Identification  of  Testinony  Sponsors 

The  Land  and  Water  Fund  of  the  Rockigg  is  a  regional  environmental 
law  center  serving  the  Rocky  Mountain  and  Intennountain  states  of 
the  American  West.  The  LAW  Fxind's  Energy  Project  was  created  to 
promote  clean  power  technologies  in  this  region  of  the  country 
through  interventions  before  state  utility  regulatory  agencies  and 
before  federal  agencies,  such  as  the  Western  Area  Power 
Administration  (WAPA). 

Incorporated  in  1922,  the  Izaak  Walton  League  of  America  ^  has  about 
50,000  member  nationwide.  The  League  pursues  a  broad  range  of 
national,  regional  and  local  conservation  goals,  including  clean 
water,  clean  air,  farm  conservation  and  protection  of  natural 
areas.  The  Midwest  Office  of  the  League  is  located  in  Minneapolis, 
Minnesota,  and  serves  the  states  of  Minnesota,  Iowa,  Wisconsin  and 
Illinois.  Its  priorities  include  the  promotion  of  energy 
efficiency  and  renewable  resources. 

The  Matural  Resources  Defense  Council  is  a  nationwide  environmental 
organization  with  250,000  members.  Since  1970  MROC  has  combined 
law,  science  «md  grass  roots  strength  in  defense  of  the 
environment.  NRDC's  Energy  Project  is  active  in  the  promotion  of 
energy  efficiency  and  renewable  resources  throughout  the  country. 

The  Mational  Wildlife  Federation,  with  about  6  million  members,  is 
the  nation's  largest  conservation  education  organization.  NWF's 
primary  objective  is  to  promote  the  wise  use  of  natural  resources 
through  education  programs,  publications,  research  activities  and 
cooperation  with  legislators,  government  agencies  and  private 
groups . 
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United  States  Department  of  the  Interior 

BUREAU  OF  RECLAMATION 

Greai  PUiiu  Region 

P  O  Bo>  36900 

BilUngi.  Monona  59107-6900 


IN  R£PLV  R£FER  TO 


GP.2500  ir  t  3  1996: 


Honorable  John  Doolittle 

Chainnan 

House  Subcommittee  on  Water  and  Power  Resources 

Washington.  DC.  20S1S 

Dear  Mr.  Chairman: 

At  your  May  2,  1996,  oversight  hearing  on  Pick-Sloan  Project  Repayment  Issues,  Congressman 
Richard  Pombo  asked  me  to  provide  for  the  hearing  record  a  report  explaining  how  the  Army 
Corps  of  Engineers  calculated  the  recreation  benefits  associated  with  Pick  Sloan.  In  response,  I 
am  providing  a  copy  of  Chapter  6  of  the  Corps'  Draft  Environmental  Statement  on  the  Review 
and  Update  of  the  Master  Water  Control  Manual  for  the  Missouri  River,  published  July  1994. 
Prepared  by  the  Corps'  Missouri  River  Division  in  Omaha,  Nebraska,  the  enclosed  chapter  is  part 
of  a  several  volume  study  evaluating  whether  the  current  water  control  plan  sufficiently  meets 
comemporaiy  needs  in  the  Missouri  River  Basin.  The  document  analyzes  benefits  provided  by  the 
Corps'  Missouri  River  Mainstem  Reservoir  System,  but  does  not  address  benefits  derived  at 
Bureau  of  Reclamation  and  Corps  tributary  &cilities.  If  you  have  additional  questions,  you  may 
wish  to  call  the  Corps'  Omaha  ofiSce  directly  at  (402)  697-2400. 

In  addition,  I  prepared  the  attached  overview  of  recreation  and  other  benefits  provided  by  Pick- 
Sloaa  If  you  have  any  questions,  please  contact  me  at  (406)  247-7600. 

A  similar  letter  is  being  sent  to  Congressman  Richard  Pombo. 

Sincerely, 

NeilStessman 
Regional  Director 

Attachments 

Conmittee  Note:    These   attachments  were   place    in   subcommittee    files. 
cc:  Honorable  Peter  DeFazio 
House  of  Representatives 
Washington.  DC.  20S1S 
(W/overview) 
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215  Souch  Cascade  Street 

PO  Box  496 

Fergus  Falls,  Minnesota  56S?8-0496 

218  "59^200 


May  9.  1996  t^mfcowain, 


JohnT.  OooUttle 

Chalnnan,  Subcommittee  an  Power  and  Resources 

US  House  of  Representatives 

Washington,  DC    20505 

Dear  Chairman  Doollttle: 

Thank  you  again  for  the  opportunity  which  was  afforded  me  to  testify  before  the  Power 
and  Resources  Subcommittee  on  the  PMA  issue.  Fair  and  equitable  treatment  of  the 
American  taxpayer  is  certainly  an  issue  of  concern  for  all  ctfus. 

Just  because  the  msyority  crf'Amalcans  do  not  understand  the  Issues  Involving  PMAs 
does  not  mean  the  Congress  should  look  the  other  way  while  billions  of  dollars  of 
subsidies  are  being  provided  to  'preference'  customers  each  year.  I  commend  you  for 
your  leadership  in  kxridng  for  truth  and  accountability.  Our  country  would  be  In 
much  better  finaiKlal  shape  if  an  members  of  Congress  exercised  the  degree  of  fiscal 
oversight  that  you  have  brought  to  your  suboMnmlttee.  Our  system  of  government 
would  be  imminently  more  respected  if  it  operated  as  would  a  business  using  sound 
accounting  {Hlnciples. 

During  my  testimony.  I  was  asked  questions  about  certain  metering  practices. 
Attadied  to  this  letter  is  a  copy  of  our  Test  Schedule*  for  revenue  meters.  Also 
attached  is  a  copy  of  a  letter  written  to  the  North  Dakota  PuUlc  Service  Commission 
further  explaining  our  meter  testing  policy. 

Shoukl  you  have  additional  questions.  I  would  be  most  happy  to  answer  them  for  you. 
Slnoer^. 


WardUggcftid 

Vloe  President  OperaUoos 


Am  e^tuU  OfportunUy  Bmployr 
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OTTER  TAIL  POWER  COMPANY 


TEST  SHEDULE  FOR  INSTRUMENT  RATED  METERS 
USED  ON  RETAIL  CUSTOMERS 


Annual    KWH 
Consumption 

2,000,000  &  Above 


Meter  .Circuit, 
and  Ratio  Test 

1  Year  ♦ 


No.  of 
Customers 

61 


170,000   to   2,000,000 


6   Years 


1100 


25,000   to    170,000 


12   Years 


3900 


Less  than    25,000 


16   Years  500 

TOTAL     5561 


*    Ratio  Check  can  be  taken  every  other  year. 


123 

April  22,  1996 


Ms.  lllona  A.  Jeffcoat-Sacco 

Director,  Public  Utilities  Division 

Public  Service  Commission  of  North  Dakota 

600  E.  Boulevard 

Bismarck,  ND  58505-0480 


Dear  Ms.  Jeffcoat-Sacco 

In  your  January  9,  1996  letter  to  John  Erickson  you  requested  information  about  Otter  Tail  Power 
Company's  standard  procedures  related  to  four  areas.    Dolores  Simdom  will  respond  to  three  of 
the  areas  and  requested  that  I  respond  to  the  Required  Meter  Tests  area  (69-09-02-26). 

The  following  addresses  each  section  of  69-09-02-26,  Electricity  Meter  Testing. 

1 .  Our  central  meter  shop  located  in  Fergus  Fails  has  two  watt-hour  meter  calibration 
boards.  The  accuracy  of  these  boards  is  checked  once  each  week  with  a  solid  state 
reference  standard.  Our  three  reference  standards  are  returned  to  the  manufacturer  each 
June  to  have  the  calibration  checked.  This  maintains  the  traceability  of  our  wat.-hour 
standards  to  the  national  standards. 

When  a  meter  is  tested  on  the  calibration  board  if  it's  "as  found"  accuracy  is  within  our 
guidelines  we  do  not  adjust  the  meter.  When  the  "as  found  test"  is  outside  our  guidelines 
the  meter  is  adjusted  and  retested.    This  procedure  ensures  accuracy  as  close  to  1 00  %  as 
practical.  All  test  data  from  our  two  boards  is  stored  in  our  meter  inventory  system. 

Instrument  transformer  rated  meters  tested  in  the  field  are  compared  to  a  solid  state 
weather  standard.  These  standards  are  check  against  shop  reference  standards  at  least 
once  a  year. 

2.  All  new  demand  meters  and  polyphase  Kwh  meters  are  tested  in  the  central  meter  shop 
before  initially  placed  in  service.  New  single  phase  self-contained  Kwh  meters  are 
sampled  tested  when  they  are  received  fiom  the  manufacturer  to  ensure  acceptable 
accuracy.  Any  meters  that  are  reconditioned  in  the  meter  shop  are  tested  before  they  are 
sent  to  Divisions  for  installation. 
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Instrument  transformer  rated  accounts  are  checked  with  a  phase  angle  meter,  ammeters 
and  voltmeter  to  ensure  proper  connections  were  made  by  installer.  These  checks  are 
done  by  M&C  Technicians.    Tests  are  completed  within  sixty  days  from  the  time 
sufficient  load  is  connected  to  the  service  to  ensure  an  accurate  evaluation  of  metering.  If 
current  transformer  or  potential  transformers  need  to  be  replaced  this  procedure  is 
repeated.  We  also  check  these  circuits  whenever  the  premise  is  visited  to  update  metering 
or  as  part  of  periodic  test. 

Our  procedure  requires  a  test  at  full  load,  light  load  and  power  factor  which  is  the 
industry  standard  method.  The  full  load  and  light  load  tests  are  done  at  unity  power 
factor.  Power  factor  test  is  done  at  fifty  percent  power  factor. 

Single  phase  Kwh  meters  are  sample  tested  by  groups.  These  groups  are  set  up  using 
manufacturer  and  age  of  the  meters.  Results  the  annual  sample  test  help  to  determine 
which  groups  of  meters  should  be  put  on  the  obsolete  meter  list.  We  presently  are 
retiring  a  number  of  ball  bearing  meters  each  year  since  our  previous  sample  tests  have 
shown  that  this  group  of  meters  is  starting  to  slow  down.  Infonnation  exchange  with 
manufacturers  and  other  utilities  is  used  in  designing  the  sample  test  and  in  choosing 
meters  that  should  be  retired. 

Single  phase  self-contained  demand  meters  and  self-contained  polyphase  meters  are  on  a 
sixteen  year  test  schedule.  We  also  retire  a  number  of  obsolete  meters  each  year  in  this 
group  before  they  reach  the  scheduled  test  period. 

Premises  with  instrument  rated  meters  are  tested  on  a  schedule  which  is  based  on  annual 
Kwh  consumption. 

Annual  Kwh  Consumption  Test  Schedule 

2,000,000  and  above  1  year 

1 70,000  to  2,000,000  6  years 

25,000  to  170,000  12  years 

Less  than  23,000  1 6  years 

We  continue  to  be  active  in  national  metering  grotq>s  to  keep  abreast  of  the  metering 
indtistry  issues.  Our  purchase  of  a  number  of  solid  state  meters  In  the  past  two  years  will 
require  us  to  study  this  groiq>  of  meters  as  they  age  to  determine  if  test  interval  can  be 
extended. 
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Our  customers  request  only  a  few  special  meter  tests  each  year.  (17  meters  in  1995) 
Meters  which  our  customers  request  to  be  tested  are  sent  (UPS  or  hand  delivered)  to  our 
central  meter  shop  for  testing.  The  results  are  mailed  back  to  the  Division  office  so  that 
they  can  contact  the  customer  to  address  their  concern. 

Since  we  have  so  few  requests  for  tests,  I  am  not  aware  of  any  cases  where  we  have 
requested  payment  from  our  customer. 


The  information  that  I  have  provided  is  a  quick  overview  of  the  activities  related  to  meter  testing. 
If  you  would  like  more  details  on  any  part  of  our  processes,  please  let  me  know. 

If  your  travels  bring  you  to  Fergus  Falls  please  stop  by  for  a  short  tour  of  our  meter  shop. 


Brian  Malchert,  Manager 
Energy  Measurement  &  Control 
218-739-8391 

c:  Mr.  John  Erickson 
Ms.  Dolores  Simdom 
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THE  NORTHEAST-MIDWEST  CONGRESSIONAL  COALITION 


Statement  nf  Rep.  Marty  jVfeehan 

before  the 

House  Water  and  Power  Resources  Subcommittee 

Ma>2,  1996 
1334  Longworth  House  Office  Building 


Mr.  Chainnan,  I  appreciate  the  opportunity  to  testii)'  before  you  and  to  join  my 
colleague.  Rep.  Bob  Franks,  ui  applauding  your  efforts  to  review  the  questionable 
practices  of  this  country's  pou'er  marketing  administrations 

No  doubt  power  marketing  administrations  were  a  good  idea,  particularly  in  the 
1930'$  when  fewer  than  12  percent  of  rural  Americans  had  access  to  dcclhaty.  Yet 
times  have  changed,  and  PMAs  are  an  anachronism  to  the  past.  Unfortunately,  PMAs  are 
costly  and  unjustifiable  anachronisms,  as  taxpayers  still  provide  federal  subsidies  to 
"prefiBrred"  customers  that  then  sell  low-cost  electricity  to  rural  residents  as  well  as  to 
posh  hocels  in  Hilton  Head  and  Steamboat  Springs. 

The  taxpayer  subsidy,  which  is  substantial,  can  be  cnticized  £rom  several  angles. 
First,  It  distorts  the  market,  niiich  is  a  particular  problem  ui  the  emerging  era  of 
competitioQ  within  the  electricity  industry   Second,  it  discourages  efficiency 

From  my  perspeaive  as  a  co-chair  of  the  Northeast-Midwest  Congressional 
Coalition,  the  subsidy  also  pits  regions  against  each  other   While  consumers  in  the 
Northeast-Midwest  are  paying  some  of  the  nation's  highcsi  electric  rates,  dollars  sent 
from  our  stales  to  Washington  are  beuig  used  to  keep  electricity  costs  in  other  regions  at 
below  market  rates   To  make  matters  worse,  other  stales  are  using  this  low-cost 
electricity,  which  my  constituents  unwittingly  subsidy,  to  lure  away  busuiesses  from  the 
Northeast  and  Midwest 

Today  the  public  will  leam  that  the  PMA  story  has  become  even  more  bizarre 
and  indefensible.  My  constituents,  let  me  say  quite  clearly,  will  be  outraged  by 
commeats  fixMn  PMA  beneficiaries  that  ihey  "are  getting  the  free  use  of  that  generation." 
My  constituents  nghtfiilly  will  be  appalled  that  federal  taxpayers  have  provided  some 
half  a  billion  dollars  m  virtually-hidden  power  subsidies  to  a  few  select  customers. 

For  many  years,  northeastern  and  midwestem  lawmakers  have  had  only  a  linuted 
role  in  debates  about  PMAs,  notmg  that  none  is  located  m  our  region    Yel  in  this  era  of 
budget  austerity  and  deficit  reduction,  (he  most  pressuig  requirement  within  Congress  is 
to  identify  and  fliminalf  outdated  subsidy  programs.  We  must  termmate  corporate 
\welfare  subsidies  that  discriminate  against  certain  regions  of  the  country  and  provide 
little  value  for  the  taxpayer's  dollar. 


127 


STATENEMT  BY  COMGRESSMAH  BOB  7RAKK8  (R-NJ) 

CO-CHAZRMAM,  KORTHEAST-MZDWB8T  COKORBS8IONAL  COALITION 

HOUSE  RESOURCES  SUBCOMMITTEE  OH  WATER  AMD  POWER  RESOURCES 

NAY  2,    1996 

Mr.  Chairman,  thank  you  vary  auoh  for  allowin?  ■•  to  aaka  a 
•tataaant  bafora  tha  Watar  and  Powar  Subooaaittaa.   Aa  Co- 
Chairaan  of  tha  Morthaaat-Nidwaat  Congraaaional  Coalition,  I 
ooaaand  you  and  your  oollaaguaa  for  providing  tha  naadad 
ovaraight  of  tha  accounting  practioaa  of  powar  aarkating 
adainistrationa . 

I  aa  vary  concarnad  that  tazpayars  in  tha  Horthaast  and 
Midwaat  ara  subaidising  alactrieity  for  "prafarrad  custoaars"  in 
parta  of  tha  south  and  Waat,  whila  baing  forcad  to  pay  aoaa  of 
tha  highaat  utility  rataa  in  tha  nation.   In  fact,  tha  Morthaaat 
and  Midvaat  ara  tha  only  araaa  of  tha  country  without  fadarally 
aubaidisad  powar.  Mot  only  ia  tha  aubaidy  givan  to  tha  South  and 
waat  unfair  to  eonauaara  in  our  araa,  it  placaa  our  ragion  at  a 
eoapatitiva  diaadvantaga  ia  attracting  and  kaaping  buainasaes. 
It 'a  hard  to  convinea  anargy-intanaiva  buainaaaaa  to  atay  in  tha 
Morthaaat  or  Midwaat  whan  thay  can  pack  up  and  aova  to  tha  South 
or  Waat  and  pay  auch  lowar  anargy  billa.   That  ia  why  I  aa 
particularly  alaraad  about  tha  allagation  that  prafaranca 
cuatoaara  of  tha  Waatarn  Araa  Powar  Adainiatration  (WAPA)  hava 
baan  racaiving  fraa  alactrieity. 

Aa  I  undaratand,  tha  Oanaral  Accounting  Offioa  will  raport 
at  thia  haaring  that  fadaral  taxpayara  providad  aoaa  ona-half 
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billion  dollars  in  subsidios  to  preforrod  customors  suoh  as 
■unicipalitias  and  oo-oparativas  in  tha  WAPA  sarvioa  araa.   This 
is  outragaous.   congrass  cannot  rain  in  agragious  govarnnant 
spanding  and  balanoa  tha  fadaral  budgat  as  long  as  fadaral 
subsidias  lika  WAPA  axist. 

As  you  know,  today  thara  ara  fiva  povar  aarkating 
administrations  oovaring  aost  of  tha  South  and  Wast.   Thay 
oparata  129  fadarally-ownad  ganarating  plants.   Tha  largast  of 
thasa,  tha  Bonnavilla  Povar  Administration,  provides  half  of  all 
tha  alaetrio  povar  usad  in  tha  antira  Pacific  Northvast  Ragion. 
With  this  coaaittaa's  continued  efforts,  va  may  even  find  that 
other  PMAs  have  siailar  subsidias. 

In  ay  hoae  state  of  Hev  Jersey,  high  energy  costs  are 
hindering  job  grovth.   In  fact,  aany  businesses  that  are  nov 
leaving  tha  state  identify  high  energy  costs  as  one  of  the  top 
reasons  for  their  relocation.   Indeed,  one  just  has  to  look  at 
the  disparity  in  energy  costs  betveen  a  nen-PMA  state  like  Hev 
Jersey  and  PMA  states  such  as  Georgia  or  Texas.  According  to  the 
Mev  Jersey  Beard  of  Public  Utilities,  the  industrial  electric 
rate  for  Hew  Jersey  is  7.96  cents/kllovatt  hour.  Hovever,  Texas 
and  Georgia  businesses  pay  just  4.38  and  4.23  cents/kllovatt  hour 
respectively.   These  high  electric  costs  are  inhibiting  job 
grovth  and  econoaic  expansion  in  ay  state. 

At  a  alnlaua,  I  believe  Congress  aust  recover  the  financial 
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rasoureas  loat  bacauaa  of  tha  WAPA  aubaidy.   Furtharaora, 
Congraaa  ahould  privatiia  tha  PMAa  aa  aoon  aa  poaaibla  and  and 
tha  ragieaal  iaaquitlaa  thay  eraata.  Thara  la  no  juatifioation 
for  Maw  Jaraay  taxpayara  to  pay  aoaa  ethar  atata'a  alaetrio 
bllla.  wa  Buat  allainata  tha  huadrada  of  ■illloaa  of  dollara 
taxpayara  now  apand  avary  yaar  to  oparata  PMA  ganaratiag  plant a 
and  taka  tha  fadaral  govarnaant  out  of  tha  powar  buainaaa. 
Thank  you. 


130 

STATEMENT 
OF 

Thomas  Donnelly 

Executive  Vice-President 

National  Water  Resources  Association 

before  the 

Committee  on  Resources 

Subconmiittee  on  Water  and  Power  Resources 

on 

Pick-Sloan  Repayment  Issues 

May  2, 1996 
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MR.  CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE: 

I  am  Thomas  F.  Donnelly,  Executive  Vice  President  of  the  National  Water 
Resources  Association.  The  following  testimony  is  presented  to  assist  the  Subcommittee 
in  its  oversight  review  of  Pick  Sloan  Missouri  River  Basin  Program. 

The  National  Water  Resources  Association  (NWRA)  is  a  nonprofit  federation  of 
state  associations  and  individuals  dedicated  to  the  conservation,  enhancement,  and 
efficient  management  of  our  Nation's  most  precious  natural  resource,  water.  The  NWRA 
is  the  oldest  and  most  active  national  association  concerned  with  water  resource  policy 
and  development.  Its  strength  is  a  reflection  of  the  tremendous  "grassroots"  participation 
it  has  generated  on  virtually  every  national  issue  affecting  western  water  conservation, 
management,  and  development. 


BACKGROUND 

The  Pick-Sloan  Missouri  Basin  Program  (PSMBP)  was  initially  authorized  by  the 
Flood  Control  Act  of  December  22,  1944,  which  approved  the  general  comprehensive 
plan  for  the  conservation,  control,  navigation,  irrigation  of  over  5  million  acres,  power 
generation  fi-om  hydroelectric  plants  with  a  total  installed  capacity  of  about  2,S00 
megawatts,  municipal  and  industrial  water  supplies,  stream  pollution  abatement,  sediment 
control,  preservation  and  enhancement  offish  and  wildlife,  and  creation  of  recreation 
opportunities. 

As  part  of  the  PSMBP,  more  the  1,000,000  acres  of  prime  &rmland  in  the 
Dakota's  were  permanently  flooded  by  construction  of  the  Garrison,  Oahe,  Big  Bend, 
Fort  Randall  and  Gavins  Point  Dams  and  additional  acres  of  prime  farmland  were  flooded 
with  the  construction  of  the  Fort  Peck  Dam  in  Montana.  These  dams  provide  flood 
control,  downstream  navigation,  hydroelectric  power  generation,  recreation,  rural, 
municipal  and  industrial  water  for  the  Missouri  basin  states. 

In  the  SO  years  since  the  passage  of  the  Act,  the  flood  control,  power  and 
navigation  components  have  been  essentially  accomplished  or  completed.  Development  of 
water  supplies  for  irrigation  and  domestic  use  as  intended  by  the  plan  has  not  occurred. 
The  PSMBP  originally  identified  137  irrigation  units  that  would  have  provided  water  to 
nearly  S  million  acres  of  land.  Currently  less  than  10  percent  of  those  land  are  receiving 
water  service. 


132 


PRESENT  PICTURE 


The  upper  Missouri  River  Basin  Tribal  Governments  and  the  states  of  Montana, 
North  Dakota,  South  Dakota,  and  Wyoming  have  made  several  attempts  at  receiving  the 
benefits  promised  in  the  PSMBP,  unfortunately  the  Federal  government  and  Congress  has 
turned  a  deaf  ear  to  most  of  those  proposals. 

For  example: 

•  The  Subcommittee  is  well  aware  of  the  changes  to  the  Garrison  Unit  in  North  Dakota 
which  occurred  in  1986.  I  will  not  dwell  on  that  history  other  than  to  indicate  the 
State  has  benefited  fi'om  the  municipal,  rural  and  industrial  program  authorized  under 
that  legislation.  I  understand  that  the  State  is  working  on  a  detailed  plan  to  have  the 
promise  of  Missouri  River  water  actually  being  delivered  to  Eastern  and  Central  North 
Dakota.  HopefijUy  this  Subcommittee  will  address  that  specific  issue  sometime  in  the 
near  fijture. 

•  When  the  Garrison  Unit  was  undergoing  reformulation  in  early  1980's,  South  Dakota 
was  working  on  the  CENDAK  plan  to  deliver  Missouri  River  water  through  the 
facilities  partially  constructed  for  the  deflina  Oahe  Unit  of  the  PSMBP,  the 
development  of  the  Lake  Andes/  Wagner  Unit  and  Gregory  County  Project,  and  the 
development  of  rural  water  systems  to  serve  major  areas  east  and  west  of  the  Missouri 
River.  South  Dakota  has  benefited  fi'om  the  authorization  and  development  of  three 
rural  water  systems.  Authorization  legislation  for  a  fourth  rural  water  system  will  be 
introduced  later  this  year  or  early  next  year.  While  successfiil  in  the  development  of 
rural  water,  the  State  is  waiting  for  the  opportunity  to  complete  the  facilities  that 
would  deliver  water  for  the  purpose  of  irrigation  as  promised  under  PSMBP. 

•  Montana  and  Wyoming  are  waiting  for  the  completion  of  water  development  promised 
under  the  Pick-Sloan  Missouri  Basin  Plan. 

As  I  have  previously  indicated,  the  PSMBP  is  a  multi-purpose  development 
program  which  has  delivered  various  benefits  to  the  PSMBP  states  of  Colorado,  Kansas, 
Montana,  Nebraska,  North  Dakota,  South  Dakota  and  Wyoming.  As  well  as,  the  states  of 
Minnesota  and  Iowa  as  part  of  the  project  area  for  hydroelectric  power  marketing 
purposes. 

The  citizens  of  the  upper  Great  Plains,  an  area  represented  by  NWRA,  have  seen 
homesteads,  farms  and  towns  wither  and  disappear  because  the  Federal  government  has 
fiuled  to  deliver  the  water  development  promised  by  the  Flood  Control  Act  of  1944. 
While  individual  water  projects  have  been  developed  and  Congress  made  new  project 
adjustments  and  authorizations  in  the  Omnibus  Reclamation  Authorization  Act  of  1992. 
There  is  still  a  need  to  address  the  overall  water  needs  of  ^  the  citizens  within  the  Upper 
Basin.  It  is  important  to  understand  however,  there  is  still  the  expectation  that  the  Federal 
Government  will  deliver  on  the  water  development  promises  that  have  yet  to  be  met. 
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SPECIFIC  COMMENT 


The  PSMBP  was  authorized  to  bring  rural  economic  benefits  to  the  region  through 
the  multipurpose  development  of  a  major  river  basin.  There  are  a  couple  of  unique 
features  of  PSMBP  which  are  a  part  of  this  hearing.  They  are  the  Ultimate  development 
and  suballocation  concepts. 

The  Ultimate  Development  Concept,  a  method  by  which  costs  are  allocated  to  the 
main  project  functions,  is  based  on  the  ultimate  development  and  completion  of  the 
project.  For  example,  in  the  case  of  PSMBP,  the  ultimate  benefits  of  flood  control  were 
realized  as  soon  as  the  dams  and  reservoirs  on  the  main  stem  of  the  Missouri  river  were 
completed.  To  date,  the  flood  control  benefits  have  been  calculated  at  over  $2  billion 
dollars  of  flood  damage  prevented.  The  proposed  ultimate  development  plan  of  the 
1950's  and  1960's  wm  to  have  the  entire  PSMBP  completed  by  the  year  2000. 

The  ultimate  development  concept  has  been  a  very  important  part  of  the  PSMBP 
development  as  it  has  allowed  for  the  multipurpose  development  without  major  financial 
impacts.  NWRA  believes  it  is  essential  that  the  ukimate  development  concept  be 
maintained  if  the  remaining  water  development  in  the  upper  basin  states  has  any  chance  of 
proceeding. 

The  other  unique  feature  of  the  PSMBP  program  is  the  suballocation  percentage. 
There  are  few  people  in  the  country  that  understand  the  arcane  details  of  this  issue,  and  I 
don't  pretend  to  be  one.  What  I  do  understand  is  that  the  basic  plan  for  the  PSMBP 
contemplated  that  capacity  fi-om  the  project  hydroelectric  power  plants  would  be  used  for 
pumping  irrigation  water  for  the  many  units  not  capable  of  service  by  gravity  flow. 
Accordingly,  a  portion  of  the  cost  of  the  power  system  can  be  said  to  be  for  the  exclusive 
use  of  irrigation,  and,  in  that  sense,  appropriately  allocable  to  the  purpose  of  irrigation 
which  is  the  suballocation  percentage. 

As  in  all  multi-purpose  projects  where  irrigation  is  a  fianction  it  has  been  the 
Federal  policy  that  power  revenues  would  be  used  to  repay  the  costs  of  irrigation 
development  that  is  beyond  the  ability  of  the  water  user  to  pay.  As  you  know,  this 
particular  component  is  called  irrigation  aid.  To  date,  there  has  not  been  a  demonstration 
of  commitment  by  the  Federal  Government  to  complete  the  irrigation  components  of  the 
PSMBP.  It  is  our  hope  that  the  irrigation  aid  component  of  the  power  revenues  and 
pumping  energy  can  be  used  for  water  development  that  would  meet  the  contemporary 
water  needs  of  the  upper  basin  states. 

The  individual  upper  Missouri  River  basin  states  are  developing  innovative  projects 
and  plans  that  would  allow  each  state  to  receive  the  economic  benefits  that  were 
promised  when  the  original  project  was  authorized  and  the  reservoirs  created  a  permanent 
flood  of  prime  farmland  on  the  upper  Missouri  River.  To  accomplish  this  we  think  a 
strong  water-power  partnership  and  maintaining  the  principles  of  ultimate  development  in 
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the  PSMBP  is  the  only  way  to  complete  the  water  development  and  improve  the  economic 
conditions  of  the  upper  basin  states. 

The  development  of  safe,  aflFordable  water  supplies  will  translate  into  the  research 
and  development  of  diversified  businesses,  new  products,  marketing  strategies  and 
employment  opportunities.  Economic  development  opportunities  on  the  Great  Plains 
depend  on  the  careful  stewardship  of  all  the  natural  resources.  The  pioneer  spirit,  rural 
values  and  heritage  that  have  served  as  the  foundation  for  the  establishment  of  the  current 
rural  economy  will  guarantee  the  development  of  future  opportunities. 

CONCLUSION 

In  summary  NWRA  asks  that  the  Subcommittee  consider  the  following  points: 

•  that  there  is  a  compelling  regional  necessity  and  obligation  to  stay  with  an  ultimate 
development  concept  for  the  Pick-Sloan  Missouri  Basin  Program; 

•  that  the  upper  Missouri  River  Basin  States  gave  up  over  1  million  acres  of  prime 
agricultural  land  to  satisfy  Pick-Sloan  Missouri  River  Basin  Program  needs  on  the 
federal  promise  of  water  development  and  the  attending  economic  development,  which 
to  this  day  are  unrealized, 

•  that  the  states  of  Montana,  North  Dakota,  South  Dakota  and  Wyoming  are  working 
on  comprehensive  proposals  for  the  development  of  water  resources  as  envisioned  in 
the  Flood  Control  Act  of  1944.  Each  state  has  different  needs  and  they  should  be 
allowed  the  opportunity  to  design  a  program  that  will  fulfill  the  contemporary  water 
development  needs  of  their  citizens.  We  urge  the  Subconunittee  give  these  proposal 
serious  consideration  when  they  are  completed  and  submitted  for  authorization. 

Thank  you  for  this  opportunity  to  provide  our  view.  NWRA  looks  forward  to  working 
with  the  Subcommittee  as  you  move  forward  on  these  issues. 
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